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Preface 


Considerable attention has been given to strategic planning over the last few 
decades. This is evidenced by the fact that many corporate managements believ e in 
the planning approach and have been willing to put considerable resources 
behind this belief. As for all techniques and approaches, however, its effectiveness 
is normally not higher than that of its weakest element. Today the implementa¬ 
tion tasks of strategic planning might be seen as the weakest links, whereas the 
conceptualization aspects seem to be better developed. In this regard, this book 
provides a broadly based discussion of strategic planning implementation issues 
developed by leading practitioners and academicians. 

Although the general need for a systematic discussion of strategic planning 
implementation issues is founded on the beliefs expressed in the previous para¬ 
graph, a specific, practical impetus to this book came from a workshop held under 
the auspices of The Institute of Management Sciences at the XXIV International 
Meeting in Honolulu, Hawaii, on June 18-2S, 1979. This editor chaired a work¬ 
shop entitled “Strategic Planning: The State of the Art of Implementation.” 
Ini dal versions of the chapters in this book were presented at this workshop. 
Significant progress was made in clarifying implementation issues and challenges 
through discussions with the chapter authors and contribuuons from a widely 
diversified audience of interested and knowledgeable individuals. 

Thanks for making the publication of this book possible should go particularly 
to the authors who provided the chapters and contributed to the success of the 
Hawaii meeting. Melvin Shakun and Ambar Rao created a slot for strategic 
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planning implementation within the broader, overall program activities of the 
Hawaii meeting. Theodore Jursek encouraged the idea of developing a book on 
the issue from early on. Pascal F. Tone provided superb and invaluable assistance 
with the editing and in keeping the project on track. My secretaries, Christine 
Hardiman and Eva Ferrari, did their usual impeccable jobs. Although the book 
has benefited greatly from all this help, the caveat must be added, however, that any 
shortcomings and errors that may have occurred in connection with the editing of 
this work are mine alone. 


Peter Lorange 


section one 


Introduction 


chapter one: The Task of Implementing Strategic Planning: An Overview 
and Introduction to the Book. 
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The Task of Implementing 
Strategic Planning: 

An Overview and Introduction 
to the Book 


INTRODUCTION 


Over the last few decades, considerable progress has been made in the development 
and use of strategic planning (corporate planning, long range planning) as a 
management tool. One indication of this development is corporations’ current 
heavy emphasis on planning as a part of managing and searching for better ways 
of doing this job. Other indications are the proliferation of consulting services 
offered in this area, research efforts centered on planning within the academic 
community, and the emergence of an abundance of courses and seminars offered 

on planning. Despite our increased understanding of strategic planning, however. 

the issue of effective implementation remains critical. This is, of course, the key to 
achieving a satisfactory cost-benefit relationship when it comes to one’s planning 


efforts. . „ , , . , 

This chapter* is designed to provide an overview of the key lmplementa- 

tional issues in strategic planning. Given the evoludon of the development of the 
state of the art of planning, one should always attempt to delineate the new, 
emerging implementational issues. With the emergence of todays turbulent 
environment, larger economic uncertainty and probably less stable growth, it 


•This chapter is prepared by Peter Lorange, The Wharton School, University of 
Pennsylvania. 
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seems particularly important to reassess one’s strategic planning implementa- 
tional issues. Only then can the planning tool facilitate a corporation’s handling 
of its more difficult and challenging strategic setting. The promise that the tool of 
planning has been making thus far, as an increasingly useful and indispensable 
decision-making vehicle, can only be proven by being able to handle the emerging 
implementadonal issues. 

The following sections of this chapter present an overview of the major 
implementation issues related to strategic planning systems, as perceived by this 
author, from three points of view: 

1. the major evolutionary steps of corporate planning, which will delineate the 

1 changes in the state of the art of planning and thereby provide an index for the 

changes in implementation focus, 

2. the common body of knowledge of implementation of new managerial tech¬ 
niques and processes in general, which will delineate a set of critical elements of 
organizational acceptance of planning, based on experiences short of actually 
introducing planning, and 

l 3. the key implementation issues for planning when this process is seen as part of a 
broader management process for the corporation as a whole. 

The chapter concludes with a look at the structure of the book, outlining how its 
contentsaddresses the planning implementation issues raised in this introduction. 

EVOLUTION OF STRATEGIC PLANNING: 

CHANGING 1MPLEMENTATIONAL FOCUS 

The three major evolutionary stages of strategic planning are labeled "extrapola¬ 
tive planning,” “business planning,” and “portfolio planning.” We shall find this 
broad delineation useful in highlighting some of the major changes in planning 
and its corresponding shifts in implementation challenges. 1 

“Extrapolative planning” is generally seen as an outgrowth of the economic- 
environment in the 1960s, which was characterized by generally stable, relatively 
rapid growth. At that time, planning focused on the constraints on a corporation’s 
ability to pursue various growth opportunities. Usually these constraints were 
seen as financial, namely, how much funding might be available through internal 
resource generation and/or borrowing to achieve a specified high rate of growth. 
The execution of this type of planning activity was often built around the 
well-known discipline of preparing a budget. No wonder, then, that the strong 
evoludonary and task similarity with budgeting tended to influence this kind of 
planning, so as to make it highly extrapolative and heavily numbers oriented; 
hence, the extrapolauve planning label we have given this type of planning. 

Above all, until recently extrapolative planning tended to be one of bot¬ 
tom-up initiative, with primary responsibility for planning given to the various 
departments and divisions. These departmental estimates were then more or less 
mechanically consolidated, often via a relatively large corporate planning de¬ 
partment staff. A true top-down/bottom-up dialogue, with inputs from senior 
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line executives, was rare; instead, what little top-down feedback there was often 
came in the form of reactions from the corporate planning department. This often 
led to animosity between business line executives and the corporate planning staff. 
Moreover, because of its routineness and low involvement of corporate manage¬ 
ment, this type of planning lacked true decision orientauon. It did, however, more 
or less explicitly emphasize some of the critical environmental constraints, thereby 
reflecting the limits to a firm’s growth due to its own strategic resource availability. 

It seems clear that extrapolative planning should no longer play a major 
role in its original form. However, realistic constraint identification should still be 
an aspect of all good planning practices. In a particular business, this would apply 
to dealing with such issues as competitors’ moves, customer preference changes, 
new product innovations, and so on. It would also apply to the corporate level, 
dealing with such portfolio issues as the external financing climate, political risks, 
and sociopolitical changes with respect to business versus government, business 
versus labor, and other outsiders’ relationships. The questions of who should scan 
and how this scanning actually might fit into the decision-making process is still a 
major challenge. 2 

The competitive climate for many businesses seemed to shift during the late 
1960s and early 1970s due in part to increasing instability in patterns of social 
norms, changes in customer tastes and demands, new technological innovations, 
entries from foreign competition, new initiatives from old competitors, and so on. 
Many corporations experienced increasing uneasiness with the extrapolative, 
constraints-oriented, financially dominated planning activities; that is, it was often 
felt that this method of planning put too little emphasis on the specifics of a 
business’s competitive setting and how the business could better position itself 
within this setting. As a response, a shift in the direction of planning emerged that 
might be labeled “business planning.” This type of planning attempted to focus 
more closely on a better understanding of the properties of a firm’s product and/or 
service in terms of its attractiveness as well as on the firm’s own competitive 
strengths. In attempting to position its specific competitive setting, a firm might 
then develop plans for repositioning a product, if desired. 

The planning process was often still bottom-up, with most actual planning 
done at the business level and corporate consolidation done without much de facto 
top-down feedback. Planning staffs were frequently much smaller than were those 
during the extrapolative planning heydays, and they often tended to act as cata¬ 
lysts. The approach, however, tended to become too focused on each business 
segment, without sufficiently pursuing the overall relationship among businesses. 
Another problem was the frequent difficulty in gaining organizational acceptance 
for its decision-making outcomes, particularly when this implied the “milking” of 
a business for its eventual shutdown. Despite these shortcomings, business plan¬ 
ning added momentum to the overall strategic planning process by restoring the 
view that a firm needed to look at its competitive environment to develop a 
strategic plan. 3 

From the preceding discussion, we can deduce several challenges to business 
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planning implementation. One deals with facilitating even better, tailor-made 
nonextrapolative business planning. This requires an open-ended reassessing of 
the opportunities in and threats to one’s environment and then matching these to 
the strengths and weaknesses. In practice, however, the quality of business oppor¬ 
tunity reassessment might be too low. The potential routine effect of having to 
replan every year might lead to a deterioration of business assessment over time, so 
that It could become a quick update of last year’s assessment. The maintenance of 
vitality and creativity in planning thus seems to be a major implementation issue, 
because the entire process might degenerate unless high-quality inputs are injected 
continuously. 

A second business planning implementation issue is the enhancing of a 
better linking of strategic programs to budgets. The goal is that each manager has 
more explicit, umambiguous responsibility for his or her part of the implementa¬ 
tion of plans. This frequently requires a strengthening of cross-functional cooper¬ 
ation among operating groups in delineating the roles to be played by each in the 
strategic programs as well as the assessment of the resulting resource requirement 
on each group. This comes on top of the functions' operating roles. Thus, we 
might see an earmarking of strategic resource componen ts as distinct from operat¬ 
ing components, thereby ensuring that resources are set aside to actually imple¬ 
ment the plans. Too often, time might pass with little de facto implementation of 
strategies as near-term pressures would tend to require almost all the resources 
and attention of management. 4 

The third stage of planning’s evolution, “portfolio planning,’’ stems pri¬ 
marily from further rising global instability. This has created a stronger need to see 
the various business positionings within a total corporate context, so as to assess 
the firm’s overall exposure to risks. Emphasis is thus placed on an overall corpo¬ 
rate or portfolio strategic resource balance, in terms of where the resources should 
be allocated and where they should come from. Further, strategic resources are 
often seen in a broader light than simply financial terms. They also include human 
resource considerations and technological and marketing expertise. It should also 
be stressed that a portfolio planning stage can only be reached by building a 
successful program based on sound business planning. 5 

The planning process may now have a more balanced, top-down/bot¬ 
tom-up emphasis, with the various business viewpoints being consolidated into 
the total corporate picture and each business receiving feedback contingent on its 
own fit within this portfolio. Both corporate and divisional levels can now bring 
important inputs to the process. There is a clear division of labor and a clear “value 
added’’ of each role. A frequent weakness, however, stems from the fact that the 
corporate level is not sufficiently able to play an explicit role in resource allocation 
decisions. Thus, corporate portfolio planning might degenerate into not much 
more than “adding” the various business inputs without reflecting sufficient 
priority setting among the businesses from an overall corporate point of view. 

Several important portfolio planning implementation issues remain. One 
deals with improving the corporate-level mode of reviewing the inputs from the 
various businesses. It seems important that this mode of review is consistent with 
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the requirements implicit in formulating a portfolio strategy, so that an overall 
picture of the fit among the business inputs can be developed in terms of resource 
generation versus utilization properties. Modifications of a pardcular business 
plan should also only be done within the context of its fit within the overall 
portfolio. This implies that no business planning input is “good” or “bad” per se. 
Instead, the issue is its fit (or lack thereof) within the overall portfolio. Thus, while 
one business might serve a useful role as part of one company’s portfolio, it may 
not fit at all in another company’s portfolio and might hence be a candidate for 
divestiture. To move from an incremental style of dealing with each business and 
toward an overall portfolio approach seems to be a key implementation challenge 
to many firms. 

Another frequent challenge is to develop an improved monitoring and 
control system to ensure that signals of deviation are being analyzed and reacted to 
in a portfolio sense. For instance, a decline in expected cash flow from one business 
should not necessarily be seen as an isolated business problem but, rather, should 
be handled in terms of the resulting effect on the overall portfolio. It may or may 
not be necessary to modify other businesses’ plans. 

The task of maintaining an explicit overview of one’s strategic resources 
seems to represent a continuous challenge for many companies. This applies not 
only to funds generation and utilization patterns but also to managerial resource 
imbalances and the body of technological and marketing know-how resources, as 
well as the developments in improving these. An implementation need for many 
companies is to manage the maintenance of these strategic resources, emphasizing 
that long-term success depends on the regeneration of all classes of resources, not 
only funds. 

In terms of major implementation challenges emerging from our brief 
discussion of what broadly seem to be three major evolutionary stages of planning, 
let us summarize these as follows: 

1. More effective implementation of corporatewide portfolio planning, implying a 
better ability to delineate how to get a more effective top-down/bottom-up 
communicadon process, how to strengthen a resource allocation decision¬ 
making emphasis that restores a stronger top-down corporate role, how to handle 
more realistically external and internal constraints on portfolio strategy changes, 
and so on. 

2. Development of a better set of business plans, further emphasizing how to increase 
organizational acceptance of business plans, how to delineate a more focused 
strategic planning structure and to incorporate this with the more conventional 
operating structure, and so on. 

3. The inheritance from extrapolative planning of understanding relevant con¬ 
straints is still critical, be it external, such as competitive, sociopolitical, govern¬ 
mental, and so on, or internal, such as changing norms in attitudes toward 
growth, for example. Know-how constraints, technological as well as marketing 
based, also seem to become increasingly important. 

Thus, we see an array of implementation issues, from extrapolative to 
business to overall corporate portfolio planning. Even though we have made 
important advances in each type of planning, important tasks remain. This 
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“frontier” of implementational issues will of course continue to change as we 
build on our understanding of how to handle them effectively. However, we can 
always expect that new issues will emerge as time goes on. 


LESSONS FOR EFFECTIVE IMPLEMENTATIONS 

The subject of how to enhance the more successful implementations has been 
given much attention from practitioners and researchers alike for some time now. 
Thus, a relatively large body of knowledge is available on the implementation 
process in general. While most of these implementation challenges are necessarily 
quite different, several important conclusions can be drawn from within our own 
business settings. In this section we shall discuss nine such requirements for 
effective corporate planning implementation. Then we shall consider a set of 
implementational experiences that arise when we make use of outside resources, 
such as consultants, in enhancing planning . 6 

The first implementation challenge states that the benefits from adopting 
planning must be clear to the various “users.” They must be able to understand 
explicitly what the answers are to such questions as, “What’s in it for me?,” “Why 
should we do this?,” “Does this lead to a better decision-making process?,” and so 
on. 

For a division manager, the implementation process should emphasize 
possible answers to these questions as seen from his or her point of view. Useful 
planning should at least be able to provide some tentative indications that one is 
establishing a more legitimized vehicle for communication between divisions and 
corporate headquarters as well as for facilitating feedback to the division. A related 
benefit would be the delineation of a more explicit role for each business within an 
overall corporate portfolio. This might also imply an “earmarked” resource 
allocation to strategic tasks and operating tasks for each division, allowing them to 
pursue their specific opportunities. Also, a good planning process might open up 
a more flexible approach to management control emphasizing short as well as 
long-term performance. This may also allow for incentives to encourage a more 
balanced longer-term versus shorter-term performance mix basis. In total, an 
implementation issue is the creation of a planning framework that makes the 
perceived overall climate “more fun,” that is, it engenders a professional manage¬ 
ment atmosphere. 

For planning to be implementable, there must also be potential benefits 
from planning for the chief executive. The CEO might perceive planning as a 
means by which to undertake more explicit allocation and control of a firm’s 
strategic resources. In fact, a CEO might end up seeing this as his or her only 
realistic opportunity to significantly affect the direction of a large and complex 
organization. If the CEO, as an alternative, attempts to impact the organization by 
involving himself or herself in the myriad of specific business decisions, he or she is 
likely to end up being spread “all over the map,” thereby having little overall 
impact. In contrast, the planning process might give the CEO the means by which 
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to impact the organization by putting on pressures, changing focus, and advanc¬ 
ing and retracting in a much more uniform and cohesive manner . 7 

A second element of realistic implementation deals with explaining the 
concept in such a way that the relevant managers can understand it. This fairly 

broad issue might usefully be broken down as follows: 

1. Have we been able to explain clearly the overall logic of the planning process to 
the various managers involved? Is a manager able to understand what he or she is 
supposed to do, thereby maintaining ambiguity at a reasonably tolerable level? 

2. Is the division of tasks for doing planning sufficiently delineated among managers 
so that it is relatively clear who should do what? That is, who initiates planning? 
Who carries out the various steps? Who participates in the review? Who attempts 
to consolidate various subplans? Who gives feedback to whom? 

3. Is the sequence of the various activities relatively clear? Can the planning ap¬ 
proach point to when various activities are to take place (i.e., relatively explicit 
timing)? 

In total, communicability in design implementation means developing time 
schedules, agendas for meetings, delineation of tasks and meeting attendances, and 
carefully planned and explained formats. An ad hoc, organically evolving process 
probably has less chance of becoming implemented effectively . 8 

A third aspect of planning for successful implementation deals with the 
extent to which the relatively complex overall planning task can be broken down 
into smaller elements. For instance, to what extent is the process divided among 
relatively self-contained stages, say, the setting of direction (objectives setting} as 
distinguished from strategic programming? A second example of this divisibility 
comes to one’s approaching the control activity. Here it might be fruitful to 
monitor strategic progress separately from near-term budgetary process. If mixed, 
there is a danger that none of the monitoring tasks will receive sufficient attention. 

It should be underscored, however, that divisibility should never be carried 
out to the extreme that one loses the broader picture. For instance, when it comes to 
assessing a division’s performance, one cannot make a judgment on this by 
examining short-term profit results without also assessing whether the division 
has made satisfactory progress on its strategic programs as well as whether the 
business’s strategic position has changed in a positive or negative direcdon (say, by 
building up or losing market share). 

Another often cridcal implementauon task is idendficadon of what might be 
appropriate units of analysis in the planning process, that is, how do we come up 
with businesses that lend themselves to be planned for and managed in a strategic 
manner? Several sets of implementation issues might be brought to bear on how to 
divide the firm into a useful set of units of planning analysis: 9 

1. How can a potential planning unit be identified vis-a-vis its environment in such 
terms, for example, as distinctive growth rate, customers, market share, and 
quality advantages? If these questions cannot be answered with confidence, a 
further breakdown might be necessary. 

2. Is a business unit of sufficient size and/or potential to merit management’s 
spending its time and other resources on it? It is important not to segment into 
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such small business elements that they cannot lx* managed economically, say, by 
having at least a part-time manager assigned to them. 

A fourth requirement for successful implementation seems to be the degree 
to which the proposed innovation breaks with past experience and tradition. For 
instance, a company should probably have had some experience with extrapola¬ 
tive planning before it attempts business planning and/or corporate portfolio 
planning. In addition, budget development and budgetary control ate also proba¬ 
bly both important bases of experiences in laying the ground for planning as well 
as for more strategically directed control. 

In general, successful implementation generally occurs as a natural evolu¬ 
tion of experience and understanding. Conversely, starting more or less from zero 
with elaborate, extensive new schemes and no benefit of established approaches, 
systems, and processes is less likely to succeed. Evolution, not quantum leaps, 
seems to be an important lesson for the implementation of planning. 

As a fifth requirement, there should be a well-defined, readily identifiable 
sponsor for the implementadon task in question; that is, it should be clear who is 
behind strategic planning. In fact, top management will probably be the only 
truly realistic sponsor for a corporate planning activity. 

A related requirement is that the need should be clearly felt by the client. Top 
management must see the benefit of a better specified strategic planning system, as, 
for example, how corporate planning might facilitate a more explicit trade-ofT 
between emphasis on today’s operational concerns versus “investments” to build 
up future positions. 

A seventh requirement is that planning must be able to demonstrate some 
results relatively quickly. We should be careful to avoid too much background 
analysis and preparation to “get ready for planning,” but instead attempt to 
actually do planning as early as possible. However, as an initial effort, aspirations 
should not be set too high. 

An eighth implementation experience involves getting an early commit¬ 
ment by the user. This requires the endorsement of general line management 
vis-a-vis corporate management as well as the functional managers reporting to 
them. As is true for all new activities, planning needs to “force its way” into the 
agendas of managers so as to become part of their work habits. This kind of 
commitment is necessary and will have to be built up relatively early to make 
planning work. Conversely, if it is seen as a nonessential activity, planning most 
likely will be given “lip service.” 

A final requirement for successful implementation deals with the realistic 
assessment of resource needs. The firm must be willing to allocate the necessary 
resources, make the necessary staff support available, provide the necessary 
budgets for training, meetings, and so on. The time required by line managers is 
substantial and “has to come from somewhere.” Implementational experiences 
indicate that corporations often underestimate their resource requirements. Thus 
it is crucial that the chief executive officer and his or her closest line associates 
adhere to realism in this matter. 
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The preceding general characteristics of successful implementation and 
their implications for planning systems design are just a few; the list could 
definitely be extended. However, the examples do indicate the types of challenges 
faced when designing realistic approaches to strategic planning; this, then, sets the 

groundwork for more realistic pursuance of implementauon. 

The discussion so far has emphasized some fairly common “do’s” and 
“don’ts.” However, we should also examine the roles of outside consultants and 
change agents in the strategic planning implementation process. That is, how 
might the way in which executives interact to achieve a consensus on the direction 
of the organization be impacted by outside agents? 

Generally, a corporate plan is best achieved by internal decision making. It 
therefore seems as if the most useful role of an outside consultant should be as a 
catalyst to help the organization improve its own planning. The role of an outside 
consultant to actually develop and/or execute plans probably tends to have much 
less de facto value, despite the fact that it is not uncommon in practice. 10 

In elaborating the usefulness of a consultant in planning process implemen¬ 
tation, let us build on an extensive body of knowledge based on planned change 
within organizations. Planned change is usually depicted as having three major 
stages: unfreezing, moving to institute the change, and refreezing. 11 This general 
framework may be developed further to, say, a total of seven stages. These stages are 
outlined in Exhibit 1-1. Let us now discuss this seven-step model within the 
context of the implementation of the strategic planning process . 12 

Scouting. This step often involves the determination with senior manage¬ 
ment of the purpose of strategic planning as well as the firm’s needs for planning. 
Senior management should be encouraged to expand its understanding of what 
issues are at stake in planning, for example, by specifying priorities for the 
utilization of strategic resources. Also, senior management should have realistic 
expectations of how a planning process might meet the firm’s needs. Inadequate 
attention to this implementation step might cause lack of realism to become a 
problem at later stages. 

Entry. This stage is characterized by meetings with each of the various 
business managers and senior corporate line managers to discuss the business 
strategic settings as seen by each manager, thereby getting a fed for the overall 
portfolio setting. Existing processes and systems should also be discussed to see 
how the line managers view the functioning of these, be it the control process, the 
budgeting process, or the appropriateness of the present organizational structure. 
The entry stage is designed to develop a picture of the strategic settings, and an\ 
deficiencies that may exist in the present systems In terms of serving the strategic 
needs. This implementation challenge, however straightforward, might neverthe¬ 
less be difficult to execute well. 

Diagnosis. This step consists of formalizing the fact gathering from the 
entry stage to diagnose the strategic needs of each business as well as to determine 
overall portfolio strategic needs. Operationalizing the strategic requirements of 
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A Model for a Consultant's Intervention Process 
in an Organization (from Kolb and Frohman) 

Scouting 
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-Entry 
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Diagnosis 

t 

*"■. Planning ^- 
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Action 
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Evaluation- 
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Termination 


each business should be expressed in terms of adaptive and integrative needs (i.e., 
the emphasis on pursuing relatively rapidly changing new business and growth 
opportunides versus the emphasis on strengthening the firm's internal efficiency 
measures). 1 ’ A business that is just starting up, for instance, will generally have 
re advely high adaptive needs and relatively low integrative needs. Conversely, a 
mature business will tend to have relatively high integrative needs and low 
adaptive needs. 

In terms of overall corporate portfolio strategy needs, diagnosis represen ts an 
assessment of the imbalances in the overall portfolio as well as an attempt to 
ameliorate these imbalances. One set of imbalances might stem from funds flow 
shortages or excesses. This might require a short-term integrative or a longer-term 
adaptive response. Another set of imbalances might relate to the mix of businesses 
the risks and/or the human and/or technological resources that are out of 
balance. This typically requires a longer-term adaptive repositioning of the over- 

"Planning." This design task consists of such steps as developing a plan¬ 
ning manual tailored to various businesses’ needs, a planning calendar withfirm 
me sc edules, a set of agendas for planning review meedngs, a realignment of the 
control process so as to monitor not only short-term but also strategic position 
changes, and a reassessment of the organizauonal implications so as to facilitate 
moreappropnateorganizational designsfor each business given its strategic needs 
for instance, a more autonomous project organization for a stLtmp business 
ersus an efficiency-driven funcdonal organization for a mature business). 11 A 


12 
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second aspect of this stage might be to conduct workshops or discussion meetings 
with the line executives involved to induce self-analysis among these executives, 
the purpose being to develop a sense of agreement regarding their needs for 
planning as well as for the capabilities designed into the planning process. Unless 
a clear consensus emerges regarding needs and capabilities, the process may have 
to be restarted again by a second entry move. However, repeated restarts often cause 
strain and eventually lower the organization's tolerance for positively contributing 
to the implementation of the planning process. 

Action. This step consists of the actual hands-on institution of the first 
round of planning among line managers. It is critical here that the line managers 
themselves, not the consultant, carry out the planning. However, the process 
consultant should be available for explanations and clarifications of the steps 
involved. Particularly, it seems important that the process consultant reiterate the 
criteria for the various decision-making meetings that will have to be held. For 
instance, at the corporate level the criteria for corporate portfolio analysis may 
have to be restated so that the top executives follow these without getting 
side-tracked. 

Evaluation. This step, to be carried out after the first round of planning is 
completed, involves solicitation of the users' viewpoints. Each business manager 
should provide feedback regarding what he or she sees as valuable versus less 
valuable and what he or she considers to be useful steps of improvement. Similar 
information should be solicited from the corporate management but within the 
context of portfolio planning. The evaluation should then address the ways in 
which the design of the planning process might be modified to meet those 
perceived needs. 

Termination. This step is surprisingly critical in two respects. First, by 
seeing an implementation task as having clear termination, both the process 
consultant as well as the organization will more likely be sensing the need to push 
for relatively rapid progress. Thus, the necessary and healthy accelerator built into 
the process moves it toward a useful closure. Second, the process consultant 
attempts to build up the role and competence of the corporate planner to allow 
him or her to gradually assume the process consultant's role as catalyst. Because no 
planning process will ever be completely finished, it will have to be managed so 
that the capabilities of the process meet the firm’s changing strategic needs. An 
articulated set of steps, a “plan for planning,” will have to be followed each year by 
the corporate planner. Although on a less dramatic scale than for the initial 
implementation, the planner will recurrently face the challenges of unfreezing, 
moving, and refreezing. 15 

The sequence of implementation steps just discussed seems to resemble 
Quinn's process of “logical incrementalism.” 16 In a firm’s goal-setting process, he 
points out the following set of stages: 

sensing needs 

building awareness 
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broadening support 
creating pockets of commitment 
crystallizing a developing focus 
obtaining a real commitment 

In any event, although it is helpful to delineate a set of steps and to at tempt to 
develop further insight into critical issues of each step, we should be prepared to 
expect that the real-life evolution of implementation of planning systems and 
processes tends to be iterative and never ending rather than linear and finite. 

To systematize our experiences regarding the introduction of planning 
within the context of its being a process of organizational change seems useful; 
however, many implementational issues remain regarding successful mastery of 
such massive organizational intervention processes as is represented by an intro¬ 
duction or major revamping of a strategic planning process. 


STRATEGIC PLANNING AS PART OF A 
CORPORATION'S MANAGEMENT PROCESS 

Thus far we have discussed implementation of strategic planning from two 
angles: as a function of the evolving “frontier of knowledge” with regard to 
approaches to strategic planning processes and in terms of what seems to emerge as 
major remaining implementational issues after systematically reexamining our 
experiences regarding implementation “pitfalls,” “start-ups,” and evolution. We 
shall, however, need to address the planning implementation issue from a third 
angle, namely, the systemic issues that might arise within the firm that would 
Impact its management systems and internal management style. We often deal 
with relatively “soft,” although typically not insignificant, implementation issues. 
To remain relatively specific in our discussion, we shall relate these issues to 
various disciplinary bases: to systems theory, to organizational theory, and to the 
condngency theory of process design. 

Let us first discuss some implementational issues that emerge when the 
strategic planning process is seen as an element of an overall comprehensive set of 
management systems. This calls for a management philosophy that sees the 
planning task as the epitome of a “whole system.” The various strategic issues 
should be seen in total, as part of an overall strategy, not on a more incremental 
basis. Thus, a comprehensive management style that is more or less coincidental to 
the portfolio point of view seems critical. 

Second, the process should be seen as part of an “open system”; the corpora- 
tion is merely one element in an overall societal setting. This requires the plan- 
ning process to help facilitate the positioning of the corporation within the larger 
societal system. Thus, strategic planning should address the question of what is 
good for the company in terms of positioning itself within the overall social system 
so that it also contributes positively to this broader system. An increasingly open 
systems approach will likely be required in the years ahead. 
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A related systemic aspect deals with assessing the elaborateness of a planning 

system. In isolation, an elaborate system cannot do much good. The issue is to 
arrive at a proper planning system approach, seen within the context of a firm’s 
setting, environment, and infrastructure. Thus, successful implementation prob¬ 
ably hinges on being able to see planning more properly within a broader overall 
systems context than has been true in the past. 

Certainly we have come to accept the need to tailor the planning process 
specifically to the particular strategic needs at hand; however, this may be too 
narrow a view. A somewhat broader view calls for a more unified design of 
planning with organizational structure, control, and incentive systems. 17 Further, 
given the almost constant changes in a firm’s strategic needs due to environmental 
turbulence as well as to its own decision making, there is a continuous need to 
update and manage the evolution of these broad, interrelated systems. Modifica¬ 
tions of the planning process and organizational redesign, reemphasis of the 
control tasks, and refocusing of the incentive schemes should all be seen as aspects 
of the same overall task. Through such a unified view, use of available tools might 
dramatically improve the firm’s ability to reinforce a strategic direction. 

One important issue relates to coping with potential internal resistance to 
business and/or portfolio planning. For instance, managers of a mature business 
may feel that they are planning their own gradual liquidation through the firm’s 
role as a cash cow. Further, the requirement to focus on each business element as a 
separate strategic entity might be seen by some as a threat to the existing organiza¬ 
tional structure and hence to those involved. It may be seen as threatening to be 
requested to break oneself up into parts. 

For handling issues of this kind, it is sometimes useful to group individual 
elements into “business families” of more than one business element. Whereas 
each element would continue to focus on its generic, compeutive position and a 
clear business environment, several business elements combined might enjoy 
certain similarities or significant synergies in a “family” setting. Thus, “old” 
business elements might provide some of its resources for the internal development 
of “new” business elements within the family, thereby perhaps contributing to a 
better sense of organizational continuity. It might also encourage better use of 
selected growth opportunities that typically exist even within a mature business 
area. 

Another call for a “softened” approach might occur when dealing with the 
de facto constraints on portfolio strategy decisions. Increasingly, corporations will 
be faced with limitations to their freedom when it comes to closing down or 
liquidating certain businesses, locating new businesses, and so on. Increasingly, 
therefore, portfolio positioning will have to be worked out with close observance 
of societal, labor and organizational, and governmental requirements. 18 

When it comes to internal constraints on portfolio changes, intentions to 
make strategic portfolio moves must be handled sensibly. For instance, a firm 
would normally not want to have its intention to divest announced and widely 
debated. Such decisions should be accepted as sensitive and should be handled 
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accordingly. Moreover, every business activity within a corporation should fed 
that it is part of the portfolio, though this will not necessarily preclude a relatively 
quick move to get out of a particular business. 

Let us now assess some management style considerations that may have to be 
recognized and dealt with to implement a strategic planning process. It is impor¬ 
tant to develop a flexible approach when executing the strategic decision making, 
keeping multiple targets, and not making premature commitments. It follows 
from this that the planning process should allow for the creation of a psychology 
and style that permits decision makers to accept ambiguity rather than force a 
premature reconciliation of issues. Too often, cultural pressures are exerted on a 
manager to resolve the issue, “play it conservatively,” and commit the organiza¬ 
tion too early. 19 

Another aspect of flexibility deals with the timing of decision making. The 
plan and strategy should be used as a buffer against the pressure to overreact or to 
overcommit too early, on the one hand. When it comes to deciding too late, on the 
other hand, the strategic control process should be adjusted so as to cut down 
reaction time. In all circumstances, however, some sense of decisiveness must be 
maintained. 

A business plan request seldom gets turned down out of hand. It gets 
delayed. Thus, reassessment of the priority of resource commitments to the busi¬ 


nesses within the portfolio is a major aspect of successful portfolio imple¬ 
mentation. 

Another aspect of the flexible style allows the organization to do some 
trial-and-error testing, when possible. It also allows for "saving face,” so that 
managers might lessen their fear of failure within the strategic management 
process. It is important to permit managers to modify their strategies themselves. 
We are, m short, calling for a heightened sense of “feel” on behalf of senior 
management. 20 

It is important to see the “style signals” from senior management as part of 
the development of a mode of interaction. Signals might include personal attend¬ 
ance m planning meetings, personal signing of memoranda, personal speeches on 
planning conferences, and so on. It is also important that a healthy bottom-up 
strategic thinking remains a vital input in the process. Senior management should 
not disallow the organization from “discovering” its strategic directions. The 
bottom-up process enhances broad organizational commitment to strategies; 
heavy-handed dictating from the top down does not. The interplay between 
bottom-up and top-down is of course an essential aspect of implementation. 21 

Several other aspects of management style and culture are involved in the 
implementation of strategic planning, and we are probably only now starting to 
understand these challenges. However, it seems clear that these less tangible issues 

are becoming more and more recognized as frequent and serious barriers to 
successful implementation. 


EXAMINING THE IMPLEMENTATIONAL TASKS: 

OUTLINE OF THIS BOOK 

A major argument in this introductory discussion on implementation of strategic 
planning has been that these issues can be seen from several perspectives. Imple¬ 
mentation can be considered from a planning process point of view. We have seen 
how the evolution of planning processes has created a number of lmplementa- 
tional challenges. Implementation can also be thought of as a function o t e 
lessons we have learned in the past when it comes to other experiences within 
organizations for introducing innovations and new processes and systems. This 
might lead to a list of “do’s and “dont’s” that in themselves represent implementa- 
donal issues for practical behavior. Or, by reviewing the actual steps that organiza¬ 
tions have taken in carrying out the introduction and evolution of strategic 
planning systems, we might identify several implementational challenges asso¬ 
ciated with effective interventions by outside and/or inside consultants. 

A third perspective — looking at the broader management processes within 
a corporation — leads to an assessment of the implementation tasks that arise from 
attempting to make strategic planning a more integral element of the broader 
system, the overall management style, and the actual mode of working and value 

systems within a corporation. . 

Ail these viewpoints do, of course, have merit and lead to useful insights 
regarding how to do a more effective job in implementing strategic planning. An 
excessively one-sided approach would easily constrain and narrow the issue o 
implementation artificially. 

What is called for is a broad, multiperspective, relatively open-ended exami¬ 
nation of implementation of strategic planning. Such a view recognizes that we 
are dealing with some of the most challenging implementational tasks that an 
organization might face: focusing on essential strategic choices and raising organ¬ 
izational design alternatives, in short confronting the centers of a firm’s power 
structure. 

This book hopes to shed light on various aspects of the challenges to 
strategic planning implementation by having the issues addressed by leading 
experts in the field. Some of these are practitioners, others are academicians; 
however, all have actively experienced aspects of the challenges of implementing 
planning. It would probably be unnecessarily constraining for most of these 
authors to address implementation by adhering to an overly formal outline or 
framework, such as examining the issues strictly along one of the three major 
dimensions identified in this chapter. Instead, most of the chapters deal with a 
relatively broad range of issues that tend to touch upon aspects relating to two or 
more dimensions. Rather, the book falls into two parts according to another useful 
distinction. The first deals with implementation implications of methodological 
and systemic issues; the second deals with companywide, situational implementa¬ 
tional issues. 
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In the systemic and methodological section, Christenson discusses strategic 
planning from a systems science point of view. He argues (hat strategic pitinning 
processes and systems can play an important role in evolving the pattern of 
coordination of actions of a cooperative system. I le shows flow con< c| its < >f systems 
science can be useful in thinking about strategic planning and demonstrates how 
strategic planning can be understood when seen in an organizational systems 
context. 


In the next chapter Steiner addresses the issue of how to better evaluate a 
strategic planning system. He develops several criteria for useful jwrformanee, and 
provides a self-assessment methodology for checking a system’s appropriateness, 
and discusses experiences with carrying out such systems’ evaluations in practice.' 

Next, Kervern, Ponssard, and Sarrazin discuss how a strategic decision¬ 
making process is a function of the past but must also be positioned so as to be 
useful m the future. They look at operationalizing a concept of the future, linking 
the more futurisuc plans with the nearer-term management tools and developing a 
sense of flexibility to deal with the ambiguous circumstances of the future. A 
general system’s theory viewpoint is taken, but it is related to implementational 
experiences in one large, muldnational corporation. 

Anand and Merrifield then examine how to modify and extend resource 
allocation procedures so as to better facilitate investment priorities based on the 
attractiveness of the overall strategy of which the investment is an element 
Traditional capital budgeting methods do not ensure such strategic fit considera¬ 
tions. A methodology for strategic ranking is developed and practical experiences 
m using this methodology are explained. The approach is based on research 

findings for multiattribute investment criteria rankings, also reported on in this 
chapter. 

Nathanson, Kazanjian, and Galbraith discuss the important roles of organi- 
zauonal design as part of successful strategic planning implementation. A frame¬ 
work is developed for seeing a strategic situation, a corresponding operating 
OTgamzation structure, and a particular planning process approach as having to 

sisSSf V1CW reSt ° ring and/or ma * nta 'ning such con- 

, - Finali y’. Hurst discuses roles of strategic control as part of a strategic 
decision-making process, emphasizing data considerations and orientation to- 

d^tiTid^TSe c S? frequently ] m ? re externaI reference points than «>nven- 
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moves, ways in which to reduce barriers to the initiative of new strategic thinking, 
and resistance to risk taking. These issues are discussed from organizational, 
control systems, as well as behavioral, points of view. 

Hax and Schulmeyer analyze the question of introducing a formal strategic 
planning system in a particular business firm. The company depicted, located in 
Europe, is a subsidiary of a larger corporation located on another continent. The 
introduction of strategic planning is seen as hinging on a delineation of useful 
ways of categorizing a company’s strategic positions as they relate to the various 
other business elements and support systems that exist. The approach taken is 
partly a conceptual delineation of how to operationalize a firm’s thinking when it 
comes to strategic segmentation and partly a description of the company’s actual 
experiences in redefining its business focus and starting a planning process. 

The chapter by Ball discusses the evolution of strategic planning in a large, 
integrated oil company. His emphasis is on how the strategies of the company 
changed over the years, which created corresponding changes in the needs for 
strategic planning. Evolving a design for the strategic planning processes consist¬ 
ent with developing needs is seen as a major requirement. The discussion also 
includes several difficulties encountered in achieving effective planning over time 
as they related to management processes, management style, management succes¬ 
sion, and management communications. 

The question of acceptance of strategic planning is discussed by Gage 
through addressing the basic problem of acceptance, seen by members of an 
organization, of the benefits of planning relative to costs. Various requirements to 
the planning process are then identified as axioms that have to be fulfilled to 
develop a positive argument of benefits from planning. One company’s experien¬ 
ces with the acceptance of strategic planning are being analyzed throughout. This 
is a rapidly growing, highly diversified firm within the high technology 7 field. Its 
particular situational setting is discussed in terms of the implications for what 
specific acceptance challenges one might have to deal with in this strategic climate. 

The chapter by Collier deals with strategic planning as a tool for reinforcing 
changes in strategic emphasis due to overall shifts in a company’s strategic 
position. At one evolutionary stage, strategic needs were primarily integrative (i.e., 
to “trim” the organization in terms of its focus so as to enhance the performance). 
At another stage of the organization’s development, the issue was more adaptive 
(i.e., to enhance selected internal growth and extend the present portfolio of 
businesses with new acquisitions to get a better overall portfolio balance). It is 
demonstrated that the planning process, in terms of format as well as style and 
flavor of interaction, changes as a function of the changing strategic needs. 

Finally, Springmier discusses the implementation of planning in a complex 
organizational setting, a so-called matrix structure. This discussion is based on 
planning experiences with a specialty chemical company that had been organized 
as a multidimensional structure for almost ten years. Several experiences and 
pitfalls are noted as the evolution of planning is analyzed within this highly- 
demanding corporate setting. 
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In total, the chapters of this book give a variety of in-depth insights from 
leading practitioners and academicians and a number of useful recommendations 
that should be of value in other implementational settings. However, the diversity 
of approaches also refects the fact that there are probably only at best relatively few 
general conclusions regarding effective implementation. This is no surprise when 
it comes to such a complex managerial issue as strategic planning. Instead, a 
careful situational analysis and corresponding design seems to be the only worka¬ 
ble way. Only continued efforts among practitioners and researchers, reporting on 
trials and errors as well as interaction and discussion among ourselves regarding 
our experiences, will bring us further progress. It is in this spirit that this book 
should be interpreted. 
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Strategic Planning Systems 
From a Systems Science 
Point of View 



According to many, “a system is mori than the sum of its parts. \\ hat is the extra 
ingredient that turns a mere aggregate of parts into a system? 

Several possibilities are hinted at by Churchman, who writes that, "al¬ 
though the word ‘system’ has been defined in many ways, all definers will agree 
that a system is a set of parts coordinated to accomplish a set of goals." 1 1 would 
depart from the consensus by omitting reference to “a set of goals.” Goals are 
characteristic of what Simon has called "artificial systems.” 2 It is possible to 
understand “natural systems, ’ ’ such as the solar system, without reference to goals 
(although a similar concept, that of “function,” is often useful in studying natural 
systems). 

This leaves us with coordination as the extra ingredient in a system. To be 
more precise, it is coordination of actions, as it is in its behaving that a set of parts 
displays its systematic aspect, j 

This chapter explores the concept of coordination of actions as it relates to 
strategic planning. The discussion focuses on the relevance of this concept to an 
understanding of both the functions of strategic planning systems and to the 
problems encountered in implementing or changing them. 

*This chapter is prepared b^harles Christenson^arvard University, Graduate School of 
Business Administration. -*—- 



THE NEW SYSTEMS SCIENCE AND THE OLD 


Some authors who have written about corporate planning from a systems science 
point of view have stressed the novelty of contemporary systems science. Ackoff, 
for example, has said that “the currently emerging intellectual revolution is 
bringing with it a new era that can be called the Systems Age, replacing the 
machine age that was ushered in by the Renaissance. 3 Ackoff identifies two main 
components of this intellectual revolution: the supplementation of analytical 
thinking with synthetic thinking and the replacement of a closed-system perspec¬ 
tive by an open-system perspective. 


Synthetic versus Analytical Thinking 

“Machine Age thinking was analytical and based on the doctrines of reduc- 
tionism and mechanism,” Ackoff writes. “Analytical thinking is the mental 
process by which anything to be explained, hence understood, is broken down into 
its parts.” 4 In the systems age, “the doctrines of reductionism and mechanism are 
being supplemented by ... a new synthetic (or systems) mode of thought.” 5 “The 
Systems Age is more interested in putting things together than in taking them 
apart,” Ackoff concludes. “In [the synthetic mode] a problem is not solved by 
taking it apart but by viewing it as part of a larger problem.” 6 

Other authors have agreed with Ackoff that “a problem is not solved by 
taking it apart” and that analysis needs to be supplemented by synthesis. One such 
author, for example, has written that the thinkers “of the last age have very much 
improved analysis but stop there and think they have solved a problem when they 
have only resolved it, and by this means the method of synthesis is almost laid 
aside.” The author quoted is Sir Isaac Newton (unpublished manuscript repro¬ 
duced in Cohen), explaining why he had used the synthetic mode in composing 
his Principia —that Bible of the machine age. 7 Perhaps our systems age thinkers 
are not so revolutionary after all! 

What did Newton mean by saying that the Principia was written in the 
synthetic mode? The answer will provide an important insight into a little- 
understood aspect of the methodology of machine age science. 

Newton begins the paragraph cited by saying that “the Ancients had two 
methods in mathematics which they called synthesis and analysis, or composition 
and resolution.” Newton’s authority on the methods of “the Ancients” is, without 
a doubt, Pappus, a Greek mathematician of around a.d. 300 who wrote about the 
methods of analysis and synthesis in geometry. Because Newton’s own remarks on 
the two methods (published as well as unpublished) are brief and cryptic, it is 
helpful in interpreting them to refer to Pappus. (Polya provides a paraphrase of 
Pappus, commenting that “the procedures described by Pappus are by no means 
restricted to geometric problems; they are, in fact, not even restricted to mathemati¬ 
cal problems.” 8 Newton’s familiarity with Pappus is evidenced by the opening 
sentence of the preface to the first edition of the Principia.) 

Pappus d^nes “synthesis” as “construction of the thing sought.” 9 In this 
sense, Euclid’s Elements is for the most part concerned with synthesis, in the form 
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of geometrical constructions. A typical Euclidean theorem asserts the possibility of 
carrying out a specified geometrical construction (“the thing sought” I and the 
corresponding proof shows how to carry it out. To use a somewhat old-fashioned 
term, the proof is a demonstration of the theorem. It is, of course, a logical 
demonstration—“in words at length,” to quote Newton—rather than a physical 
one. This way of looking at Euclid emphasizes that (although “nonconstructive” 
proofs are sometimes used in mathematics) there is a substantial overlap between 
the concept of deductive proof, on the one hand, and those of demonstration, 
construcuon, and synthesis, on the other hand. 

In the Principia, Newton imitates Euclid’s deductive style. In the light of his 
remarks on synthesis, we can understand why. The concept of “mechanical 
explanation” espoused by Newton, apparently, is that something is to be “ex¬ 
plained, hence understood” not by taking it apart but by demonstrating how it is 
put together. The method of demonstration used in the Principia is constructive 
logical proof. 

It is also possible to demonstrate how something is put together by con¬ 
structing a model of it. Post-Newtonian machine age scientists generally did not 
follow Newton in his imitation of Euclid, but they did follow him in his notion 
that explanation should be synthetic. Their characteristic approach was to con¬ 
struct a model of the thing to be explained. Typically it was a mathematical model, 
although for a good many years scientists were not satisfied with a mathematical 
model unless they could find a “mechanical interpretation” for it. that is, a 
representation in the form of a constructible material system, i Materialism, not 
reductionism, is what distinguishes machine age thinking most from that of 
contemporary science; see, for example, Whitehead .) 10 

If machine age explanation was synthetic, where did analysis come in? 
Newton, in the passage quoted, gives the answer: “By the method of anahsls [the 
Ancients] found their inventions.... The propositions in the following book i\ ere 
invented by analysis. ’ ’ Analysis is a method of discovering explanations which, to 
be accepted, must be proved by synthesis. (Polya suggests that analysis might 
preferably be called “heuristic ”.) 11 

There is considerable common sense to this. You would not think you had 

“explained, hence understood” an automobile engine if you had succeeded only in 
reducing it (in Newton’s words, resolving it) to a pile of castings, rods, nuts, and 
bolts. But, if you could put the parts back together again to make a functioning 

engine, then you have understanding. 

What do you need, besides the parts, to reassemble the engine.-\ou need to 
know how the actions of the parts are coordinated in carrying out the functions of 
the whole. It may be said, then, that the main objective of systems analysis is to 
discover the “extra ingredient” in a system, that is, its coordination of acuons. 


Closed versus Open Systems 

In thermodynamics, a closed system is one that does not exchange energy 
with its environment. According to the Second Law of Thermodynamics, the 
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entropy of a closed system cannot decrease. It is observed that entropy does decrease* 
locally in space time in biological systems and in some physical systems (such as 
flames and whirlpools). Bertalanffy 12 pointed out that these systems were open to 
energy exchanges with the environment, so that their behavior did not refute the 
second law. He suggested the need for a general theory of open systems. (Note that 
the openness of a system is not sufficient to explain its en t ropy-defea ting character.) 

Bertalanffy *s distinction has been adopted in a metaphorical way in the new 
systems science. That is, an open system is considered to be one that has any kind of 
interaction with its environment; a closed system is one that has none. 

Ackoff expresses a point of view typical to the new systems science. In the 
machine age, he says, “the quest for causes was environment free. It employed 
what is now called ‘closed-system’ thinking. . . . Specifically designed nonenvi¬ 
ronments, laboratories, were used to exclude environmental effects on phenomena 
under study.” In the systems age, it is recognized that “a system’s performance 
depends on how it relates to its environment—the larger system of which it is a 
part—and to the other systems in that environment.” The behavior of a system is 
co-produced (using the terminology of Singer) by the system itself and by its 
environment. 13 

Another author says almost precisely the same thing: “The most superficial 
examination of what goes on around us shows that all natural phenomena result 
from the reaction of bodies one against another. There always comes under 
consideration the body, in which the phenomenon takes place, and the outward 
circumstance or the environment which determines or invites the body to exhibit 
its properties. The conjunction of these conditions is essential to the appearance of 
the phenomenon.” The author attributes the view that phenomena are co¬ 
produced by body and environment to “ancient science,” just as Newton attributed 
recognition of the need for both synthesis and analysis to “the Ancients.” 

The author just quoted is Claude Bernard, called by the Encyclopedia 
Rnianita “one of the greatest of the great 19th-century physiologists.” Bernard 
introduced the experimental method into physiology. “All the analytic sciences 
[sic] divide problems,” he wrote, “in order to experiment better.” The distinction 
between body and environment is itself the result of the analysis of phenomena. 
The experimenter controls phenomena by controlling the environment. A labora- 
tory is not a nonenvironment but a controlled environment, that is, one for which 
the experimenter knows the conditions even if he or she cannot manipulate them. 

Bernard makes clear that the double conditioning (or co-production) of 
phenomena by body and environment characterizes inorganic as well as living 
k>dies. But he does argue for a difference between the two classes of phenomena: 
“We see that conditions of environment in all natural phenomena govern their 
phenomenal manifestation. The conditions of our cosmic environment generally 
govern the mineral phenomena occurring on the surface of the earth; but organ¬ 
ized beings include within themselves the conditions peculiar to their vital mani¬ 
festations. . . . To sum up, if we wish to find the exact conditions of vital 
manifestations in man and the higher animals, we must really look, not at the 
outer cosmic environment, but rather at the inner organic environment.” 14 
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According to Bernard, in other words, the behavior of every body, inorganic 
or living, is controlled by its environment(s). In the case of inorganic bodies, there 
is only the outer cosmic environment to take into account. In the case of living 
bodies, control is shared by the outer and inner environments. Control by the inner 
environment causes the actions of the body to be coordinated in such a way that 
disturbances in the outer environment are prevented from passing through to the 
inner environment, such that, as Bernard puts it, the “stability of the inner 
environment” is preserved. The greater the degree of control exercised by the inner 
environment, the more perfect the organism, in Bernard’s terms, and the more 
autonomous the organism will be of external condidons. 

By recognizing the existence of two environments, Bernard arrives at a 
conclusion regarding organic systems almost diametrically opposed to that 
reached by the new systems scientists who recognize only one. The new systems 
scientists emphasize the control of the organism by its (outer) environment; 
Bernard emphasizes its independence of that environment. 

Barnard's Systems Theory of Organization 

Bernard’s book, with the distinction between outer and inner environments 
and the idea that higher organisms were controlled primarily by their inner 
environments, strongly influenced several biological scientists of the next genera¬ 
tion. Among them was Walter B. Cannon of the Harvard Medical School, who 
coined the term “homeostasis” to refer to what Bernard had called “the stability of 
the inner environment.” Norbert Wiener became aware of the analogy between 
Bernard’s view of organisms and feedback-controlled machines through working 
with Cannon’s research group. 

Another biological sciendst influenced by Bernard was Cannon’s colleague 
L. J. Henderson, a theoretical physiologist and blood chemist. Henderson wrote 
the introduction to the English translation of Bernard. At that time, Henderson 
had already begun to collaborate with Professor Elton Mayo of the Harvard 
Business School on psychological problems of industrial personnel. Shortly there¬ 
after, Henderson was the prime mover in the establishment at the Business School 
of the Harvard Fadgue Laboratory. 15 

Through Dean Wallace B. Donham of Harvard Business School, Hender¬ 
son met Chester I. Barnard, president of the New Jersey Bell Telephone Company. 
Henderson arranged with Harvard President Lowell for Barnard to be inv ited to 
give the 1937 Lowell Institute Lectures on the subject “The Funcdons of the 
Execudve.” 16 He later encouraged Barnard to revise and extend his lectures into a 
book under the same title. Barnard’s preface to the book acknowledges Hender¬ 
son’s “invaluable advice concerning many questions of method, and indispensa¬ 
ble aid and encouragement regarding the exposiuon as a whole.” 

Under the circumstances, it is not surprising that Barnard emphasizes the 
internal processes of an organization in his statement of the main problem 
addressed by his book: “The survival of an organization depends upon the 
maintenance of an equilibrium of complex character in a condnuously fluctuat- 
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ing environment of physical, biological, and social materials, elements, and forces, 
which calls for readjustment of processes internal to the organization. We shall be 
concerned with the nature of the external conditions to which adjustment must be 
made, but the cento: of our interest is the processes by which it is accomplished.” 
According to Emery* and Trist, 17 who are among those who have espoused the 
“revolutionary” status of the new systems science, Barnard’s “otherwise invaluable 
contribution” suffers from “the limiting perspective of ‘closed system’ theorizing.” 
In fact, Barnard's is a “two-environment” theory in which effective coordination 
blocks the passage of disturbance from the outer to the inner environment. 

Cooperative Systems 

“Cooperative action,” according to Barnard, “is a synthesis of diverse factors, 
physical, biological, and social, and affects the total situation in which these 

factors are all present.” 

In general, cooperation is unstable and short lived. The problem is to 
explain the exceptions: to give necessary conditions for the persistence of coopera¬ 
tion. Barnard identifies two conditions: (1) effectiveness, which “relates to the 
accomplishment of cooperative purpose” and “is social and non-personal in 
character,” and (2,1 efficiency, which “relates to the satisfaction of individual 
motives, and is personal in character.” Barnard's use of “efficiency” is a bit unusual 
but not quite as unusual as it might seem. His “efficiency” is a vector rather than a 
scalar, with a component for each individual cooperator. The efficiency of cooper¬ 
ation to each individual is a function of that individual’s contribution (or input) to 
the cooperative action and of the inducement (or output) received in exchange. 

Barnard defines a “cooperative system” as “a complex of physical, biologi¬ 
cal, personal, and social components which are in a specific systematic relation¬ 
ship by reason of the cooperation of two or more persons for at least one definite 
end” He argues that, if there is anything common to all cooperative systems, it is 
not to be found in the physical, biological, personal, or social components. These 
are purely contingent factors of each concrete cooperative system, varying in 
details from system to system. 

Formal Organization 

The one common element that Barnard identifies in all cooperative systems 
is a subsystem he calls forma! organization , defined as “a system of consciously 
c»ordinat«i activities or forces of two or more persons.” By this definition, Barnard 
points out, the physical, biological, personal, and social components of each 
concrete cooperative system are relegated to the external environment of the formal 
organization, although they are still internal to the cooperative system itself. 

Although Barnard’s has been called “the most famous definition of organiza¬ 
tion, “ its most unusual feature does not seem to have been widely adopted by 
organization theorists. It is still customary to think of the ultimate constituents of 
organizations as persons, organization members, rather than as the activities of 
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persons. Barnard’s argument for his definition is, in my view, conclusive: {1) Most 
activities of persons who are conventionally considered as members of an organiza¬ 
tion are not subject to coordination by that organization; each of us has a personal 
life, even when we are physically “on the job,” that we devote to family, self, or 
other systems. (2) Some activities of persons not conventionally considered as 
organization members are subject to coordination; customers, for example, may 
have to come to the place where a firm does business or otherwise conform to its 
requirements for placing orders. Treating members as the ultimate constituents 
blurs these points, but Barnard’s definition focuses on the essential point: the 
activities that are coordinated, whether or not performed by persons convention¬ 
ally considered as members. 

Implicit in the definition are the necessary and sufficient conditions for a 
formal organization to come into existence: (1) communication (2) among persons 
who are willing to contribute actions (3) for a common purpose. Communication 
is implied by the coordination of actions (as will be argued in more detail in the 
next section); willingness to contribute by the fact that the actions are of persons 
who can choose; and common purpose by the fact that the coordination is 
conscious. For the continued existence of a formal organization, as Barnard 
reminds us, effectiveness and efficiency are also necessary. 

Executive Functions 

The functions of the executive are not to manage the organization but to 
maintain it. “The functions with which we are concerned,” Barnard says, “are like 
those of the nervous system, including the brain, in relation to the rest of the body. 
It exists to maintain the bodily system by directing those actions which are 
necessary more effectively to adjust to the environment, but it can hardly be said to 
manage the body, a large part of whose functions are independent of it and upon 
which it in turn depends.” 

It follows from the conditions for the persistence of formal organization that 
the executive functions are (1) the maintenance of organizational communication, 
(2) the securing of essential efforts, and (3) the formulation and definition of 
purpose. 

This brief summary hardly does justice to Barnard’s theory of organization. 
In the context of this chapter, however, the focus now shifts more narrowly to a 
single aspect of the theory; the concept of “coordination of actions.” 

COORDINATION, STRUCTURAL STABILITY, AND 
STRATEGIC CHANGE 

As an example of a “nonsystem,” or “mere aggregate of parts,” systems theorists 
often use a pile of stones. This same example can illustrate some points about 
coordination of actions. 

First, note that the stones in the pile are spatially related to one another; the 
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pile as a whole forms a geometrical configuration. Thus, mere relationship of the 
parts in a whole is not an essential aspect of a system, as relationships are to be 
found even among the parts of a nonsystem. 

Next, suppose that one of the stones in the pile is disturbed, for example, by 
being pushed away from its original position. In general this disturbance will 
change the geometrical configuration of the pile. At a minimum, if a stone on the 
top of the pile is disturbed without affecting the others, the relationship of that 
stone to the others will be altered. At the other extreme, if a stone at the bottom of 
the pile is disturbed, a minor avalanche wall result and the geometrical configura¬ 
tion of the entire pile may be altered substantially. 

These phenomena may be described in either of two essentially equivalent 
ways: { 11 the structure (geometrical configuration) of the stone pile is not stable 
with respect to the disturbances being considered; or (2) the actions (motions) of 
the parts are only weakly coordinated with respect to these disturbances. (Some 
coordination is provided by natural factors such as gravitational force.) The two 
ways of looking at the phenomena are linked through the concept of “position”; a 
geometrical configuration is a relation among positions and a motion is a transi¬ 
tion from one position to another. 

From this example of a nonsystem, we can conclude that the function of 
coordination in a system is to maintain the structural stability of the system in the 
face of disturbances from its environments). 

Whether a given collection of parts is a system or not will depend, in general, 
on the nature of the disturbances. If, for example, I give an ash tray a push with my 
finger, it m ill move as a whole, maintaining its geometrical configuration, despite 
the fact that m\ initial disturbance of the ash tray affected directly only a small 
proportion of its ultimate components. If, on the other hand, I strike the ash tray 
sharply with a hammer, it will shatter. Its structure will be destroyed. 


Structural Stability in General 

In each of the two examples, the pile of stones and the ash tray, the actions of 
the parts that are ipr are not) coordinated are motions, transitions of positions; and 
the structure hat is cor is not ) maintained is a geometrical configuration, a relation 
among positions. One of the most important intellectual contributions of the 
mac ine age was the generalization of this set of concepts to more abstract kinds of 
structures than those existing in ordinary' geometric space. 

One of the key developments was Galileo’s concepdon of a “state of mo¬ 
tion The word “state” was originally synonymous with “posiuon.” Modon is 
m this sense, a change of state. Galileo’s insight was that it might be fruitful to 
conceit e o a change of state as itself a state and to inquire how it changed. That is 
environmental disturbance (force) was to be used to explain change of modon not 
change of posiuon as in earlier theories. 

The line of thinking begun by Galileo’s insight led to the concept of a 
dynamic system and culminated in Newton’s theory of modon. More importantly. 
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so far as the present chapter is concerned, by freeing the concept of state from its 
identification with geometrical positions, it made possible a generalized concept of 

structure. 

Given a collection of parts, we can now think of each part as having a state. 
An action of each part is a transition from one state to another. The structure of the 
whole is a relation among the states of the parts. If the actions of the parts with 
respect to a class of disturbances is coordinated in such a way that the structure is 
maintained, then the collection of parts is a system with respect to that class of 
disturbances. 

The scientist, it should be pointed out, does not usually begin with the 
knowledge of how to characterize the states of the parts of a system or even what the 
parts are. Galileo had to discover that motion could fruitfully be viewed as a state. 
The analytic method of science begins by treating an object of study as a “black 
box” and attempts to find a way of dividing it into parts with states such that the 
whole behaves as a system, that is, such that some relation among the states is 
maintained when the wdiole is subject to disturbance. 19 

In Barnard’s theory , what must be maintained for a cooperative system to 
exist is efficiency and effectiveness, and the purpose of formal organization is to 
maintain these factors. 

Strategic Planning and Evolutionary Planning 

According to the well-known definition of Anthony: 

Strategic planning is the process of deciding on objectives of the organiza¬ 
tion, on changes in these objectives, on the resources used to attain these objec¬ 
tives, and on the policies that are to govern the acquisition, use, and disposition of 
these resources . 20 

Although “change” is mentioned only once in this definition, with reference 

to objectives, it could be argued that it is implicit even in the parts of the definition 
where it is not mentioned. An ongoing organization already has not only objec¬ 
tives but also resources and policies. Strategic planning must be concerned with 
changing policies and resources as well as with objectives. 

In terms of the concepts discussed in this chapter, it could be argued that the 
purpose of strategic planning is to change the coordination of actions of a 
cooperative system—its formal organization, in Barnard s terms. (The put pose of 
management control, it could be argued, is to maintain the coordination of 
actions.) 

There is something paradoxical about attempting to change the coordina¬ 
tion of actions of a cooperative system, because the function of coordination is to 
resist change, that is, to maintain the structure of the system in the face of 
disturbance. In terms of a metaphor of Otto Neurath’s, the strategic planner is in 
the position of a sailor who must rebuild his ship on the open sea without being 
able to pull into a drydock. 
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Barnard analyzes this problem in The Functions of the Executive ai and in an 
article entitled “On Planning for World Government.”*! In the latter, he distin¬ 
guishes among three kinds of planning: instrumental, functional, and evolution¬ 
ary. Evolutionary planning is the type that appears most relevant to strategic 
change. 

“Evolutionary planning,” Barnard says, “is that involving attainment of a 
future situation or system through a series of intermediate states or systems.” In 
this approach, the desired future state is analyzed to identify what Barnard calls the 
“limiting (strategic) factor ... one whose control, in the right form, at the right 
place and time, will establish a new system or set of conditions which meets the 
purpose.This then leads to a new situation that must again be analyzed to 
determine its limiting or strategic factors, and so on, until some actions that must 
be taken in the here and now are identified. 

“This is the meaning of effective decision,” Barnard says, “—the control of 
the changeable strategic factors, that is, the exercise of control at the right time, 
right place, right amount, and right form, so that purpose is properly redefined 
and accomplished.” 


SUMMARY 

This chapter has tried to show how some concepts of systems science can be useful 
in thinking about strategic planning, particularly in the coordination of actions. 
In contrast to some new systems scientists, the emphasis has been on the impor- 
tance of analytic thinking and reductionist^ both in the understanding of organi- 
zauonal systems and in the planning process itself. 
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Evaluating Your 
Strategic Planning System 


Despot a quarter century of experience with formal strategic planning systems 
FSPSs in business, there still exists much dissatisfaction with the systems now 
being used. Of the many reasons cited, two in particular stand out: First, the 
s-.stHH are not designed or operated properly. They violate some of the major 
:ssons of experience about what should and should not be done to achieve 
pjtmur.g effectiveness. Second, dissatisfaction with FSPSs is often caused by 

£a ff g ' qmlt ^properly, the planning system for management and staff errors 
iBa sfconcormngs. 

Appropriate evaluation of a company’s FSPS should result in improving the 
!!!? "“f: dissatisfaction with it. This chapter* seeks to help managers 

staa» to make useful evaluations of their FSPS. 


APPROPRI ATE EV ALUATION IS NOT A SIMPLE MATTER 

^h * 311 eXtremdy COm P lex undertaking. This is so for 

3 TOmpany ’ S FSPS Sh ° uld * <^gned to fit the 

■Wee hor* evtrv othe ■ t every company differs in some 

rt,.rr t.om ev ery other, it follows that FSPSs will differ from one company to 

univ^ 
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another. The design and operation of an FSPS will reflect such considerations as 
the readiness of managers and staffs to plan, managerial styles, company size and 
organization, problems facing the company, and many others. 1 Because continu¬ 
ous change is taking place in these areas, one can expect that the requirements for 
an effective FSPS in a company will also undergo constant modification. 

Then, too, an FSPS in a company of any size is actually composed of a 
number of subsystems. Each of the subsystems can be evaluated as can the system 
as a whole. For instance, in a fairly large company, the strategic planning system 
can encompass posture and portfolio planning at the top management level, 
comprehensive formal planning at the divisional level, and corporate planning, 
which might combine elements of both, to name a few of the more prominent 
planning systems. The evaluation process of these systems will vary. 

The best grade for FSPS probably should be given when it is perceived as 
aiding a company in achieving exceptional prosperity and vitality in a highly 
competidve and dangerous environment. But the success of a company is the result 
of good management, not the planning system per se. So, how does one disentan¬ 
gle the effectiveness of a planning system from the capabiliues of managers and 
their staffs? 

Furthermore, a company may have a textbook-perfect system, but an unex¬ 
pected environmental change may bring unsadsfactory results. Does the system get 
a good grade? A company also may have an “ideal” system of planning but choose 
the wrong strategy. There is nothing inherent in a strategic planning system that 
guarantees that the “right” strategy will be chosen. If a wrong strategy is chosen 
but the planning system appears to be “ideal,” does the system get a good or poor 
grade? Such considerauons make it clear that there is no simple way to evaluate a 
company’s FSPS. 


APPROACHES TO EVALUATING FSPSs 

Four approaches to FSPS evaluation are discussed as follows: (1) identifying the 
major purposes of the system and evaluating whether they have been achieved, (2) 
identifying the requirements for a successful system and evaluating whether they 
are being employed, (3) identifyingan “ideal” system for a company and compar¬ 
ing it with the company’s actual system, and (4) making a comprehensive survey of 
the most important characteristics of the system in terms of managerial need and 
design. 

These approaches are not mutually exclusive. Each company must choose 
which approach is most appropriate to its situation. Also, the nature of the systems 
review and the final evaluation will differ depending upon who is looking at the 
system. That is, a chief executive officer will look at his or her strategic planning 
system differently from a corporate planner. And each of them is likely to view the 
system differently from the manager of a decentralized profit center, a management 
consultant, or a manager from another company. 







Are the Purposes of the FSPS Achieved? 

Managers should have in mind dear purposes for their strategic planning 
systems. If so, it is possible to determine whether the system is or is not achieving 
the purpose or purposes and how well. For example, some chief executive officers 
have a strategic planning system that feeds information to them upon which basis 
they make decisions. A planning system may be designed primarily to flush up 
strategic issues to top management Other basic purposes of an FSPS may be to 
change the direction of the company, accelerate growth and improve profitabili ty, 
weed out poor performers among divisions, strengthen the frame of reference for 
current budgets, improve internal coordination and communication among func¬ 
tional areas, train managers, and pick up the pace of a “tired” company. This does 
not exhaust the list of purposes. 2 

If top management has designed a system to accomplish one or more of these 
purposes, it is possible, of course, to determine whether the purposes have been 
achieved. If a chief executive officer designs a system solely to produce informa tion 
for his or ha* dedsion making, he or she can easily dedde whether the system is 
achieving the purpose sought. Such a system might be viewed as poor by a staff 
etaluazor looking for textbook design perfection. 

Evaluating the degree to which a system meets some of its stated purposes 
may be rathor difficult. For example, if a system is designed primarily to train 
managers, an evaluation of whether or not the purpose has been met is not easy. 
II hen a system is designed to achieve a number of different purposes the evalua¬ 
tion process becomes complex. Then one of the following approaches may be 
used. 

A company starting formal planning for the first time may attempt to 
accomplish one or a very few specific purposes. In such a case, the planning system 
is usually simple, and the objectives sought for the first cycle are generally very 
limited. Thus, a simple approach will be more fruitful than the other more 
oompJec approaches discussed in this chapter. 


Are Requirements for Successful FSPSs Being Met? 

There is an extensive literature that seeks to summarize the lessons of past 
experience about what is required in a successful FSPS. 3 An evaluator of an FSPS 
comd, of course, review this literature and extract the major requirements of a 
successful planning system as perceived by the various writers. The system to be 
«aluated could then be measured against these standards. This would La tedious 

fi° f* C P ma , nagerS m identif V in S requirements for effective planning a 
number of writers have identified major pitfalis to be avoided or requiremen ts to be 

For example Walter B. Schaffir, an experienced practitioner of and consul- 
unt on strategic planning, says that violating one or more of the following ten 
areas wiL likely produce unsatisfactory results from a planning system 3 
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1. The primary purpose of any business plan must be to help its author to manage 
his/her own operations more effectively. 

2. The second purpose of a business plan is to establish a mutually agreed upon 
commitment between the author of the plan and his/her boss. 

3. A business plan must contain sufficient information to lend credibility to its 
promise. 

4. A business plan must have strategic focus; that is, it must be part of an overall 
scheme to accomplish enduring objectives within the context of dynamic, 
interacting environmental forces. 

5. A business plan must foster awareness of options and their likely consequence. 

6. A business plan must boil up critical issues, choices, and priorities on which 
management attention must be focused. 

7. A business plan must be linked firmly to the system for allocating and commit¬ 
ting capital funds. 

8. A business plan must keep paperwork manageable. 

9. Business plans must accommodate a plurality of managerial and planning 
styles. 

10. Planning must be woven into the fabric of the organization to become a natural 
part of getting the job done. 

Some years ago this author sought to identify the major pitfalls that should 
be avoided if an effective FSPS were to be developed. A national and international 
survey among managers and staff planners produced a total of fifty pitfalls that 
should be avoided; of the total, ten were identified as the most lethal to effective 
formal strategic planning. 6 By and large, the pitfalls identified in the survey must 
be avoided if a company is to have an effective planning system. However, if a 
comparable survey were to be made today, the ten most important pitfalls to be 
avoided would probably not be the same. 

A broad current survey of major pitfalls to be avoided in designing and 
operating FSPSs would very likely produce the following ten most important 
ones; 

1. Failure to develop throughout the company an understanding of what strategic 
planning really is, how it is to be done in the company, and the degree of 
commitment of top management to doing it well. 

2. Failure to accept and balance interrelationships among intuition, judgment, 
managerial values, and the formality of the planning system. 

3. Failure to encourage managers to do effective strategic planning by basing 
performance appraisal and rewards solely on short-range performance measures. 

4. Failure to tailor and design the strategic planning system to the unique charac¬ 
teristics of the company and its management 

5. Failure of top management to spend sufficient time on the strategic planning 
process so that the process becomes discredited among other managers and staff. 

6. Failure to modify the strategic planning system as conditions within the com¬ 
pany change. 

7. Failure to mesh properly the process of management and strategic planning 
from the highest levels of management and planning through tactical planning 
and its complete implementation. 
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8, Failure 10 keep the planning system simple and to weigh constantly the cost- 
benefit balance. 

9. Failure to secure within the company a climate for strategic planning that is 
necessary for its success. 

10. Failure to balance and link appropriately the major elements of the strategic 
planning and implementation process. 

There is some overlapping in these two lists, and they contain many of the 
pitfalls to avoid or requirements to be met in other listings. The reader can add to 
or eliminate from these lists other items, but it is thought that the two lists contain 
those areas of most significance in designing and operating an effective FSPS. 

An evaluation based upon either of the lists given can be made in several 
ways. One may ask whether the system under review meets the requirements of 
Schaffir's list or avoids the pitfalls in this author's list. Both lists can be modified 
easily to pose questions by prefacing the items with “Does the system . . . ?” 
Answers can be based on personal* observation or organized responses from many 
different people. 

Details can readily be added to each of the items listed. Evaluators might well 
add details of particular concern to the company being evaluated. Care should be 
exercised in adding subquestions, for it is easy to make the resulting listing much 
too long. Indeed, these lists condense a very large part of the detailed lessons of 
experience incorporated in a number of the major references given. For example, 
many detailed questions can be added to Schaffir’s area 1 or to the author’s pitfall 
10. to pick two at random. 

Does the System Fit the Characteristics of the Company? 

A major lesson of experimce with FSPSs is that each system must be 
designed to fit the unique characteristics of each company. We do not know from 
experience those principles and practices that must be employed, or avoided, if a 
system is to be effective. Many of them are identified in the lists given. Unfortu- 
nateh , howe\er, we do not have off-the-shelf systems that can be installed without 
change to fit particular settings. We still must tailor each system to each situation. 

An approach to evaluation, more theoretical than operational, is to identify 
the unique characteristics of a company that most influence the design of the 
planning system and then design the system to meet the particular needs of the 

company. Once this is done, the design can be compared with the system that is 
actually being used. 

• 11115 approach may ** interesting but very difficult to use. It is not likely to 

• resuIls as effecLive as the other approaches dted. For this reason, it is not 
recommended except as an intellectual exercise that a manager or planner may 
wish to undertake. 7 


COMPREHENSIVE EVALUATION SURVEY 


iS 3 SUIVey form shouId yieId usef nl insights about a company’s 
tSPS, The quesuonnaire is more appropriate for a company that has a compre- 
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hensive FSPS and has gone through several cycles. A quick glance at the question¬ 
naire shows that it seeks to determine how much value managers attribute to the 
planning system, whether or not the system produces valuable substantive results, 
whether or not the system meets the most important standards for a good design, 
and whether or not the planning processes are effective. 

EXHIBIT 3-1 

How Effective Is Your Strategic Planning System? 

Not Very 

Effective Effective 

(No) (Yes) 

A. Overaf/ Managerial Perceived Value 

1. The chief executive officer believes the system helps . , , 

him or her to discharge better his or her responsi- I-1-1-1-' 

bilities. 

2. Other major line managers think the system is useful . . 

to them. I-1-'-‘-* 

3. Overall, the benefits of strategic planning are per- ... 

ceived to be greater than the costs by most I-1-1-1-1 

managers. 

4. Major changes are needed in our strategic planning . , . 

system. I-*-1->-‘ 

B. Does Our Strategic Planning System Produce the "Right" 

Substantive Answers and Results? 

5. Developing basic company missions and lines of , , , . i 

business. I-•-*->-* 

6. Foreseeing future major opportunities. I-1-1-1-1 

7. Foreseeing future major threats. I-1-1-1-1 

8. Properly appraising company strengths. I-1-1-1-1 

9. Properly appraising company weaknesses. I-1-1-1-1 

10. Developing realistic current information about . . 

competitors. 1-'-«-1-' 

11. Clarifying priorities. I-1-1-1-1 

12. Developing useful long-range objectives. I-1-1-1-1 

13. Developing useful long-range program strategies. I-1-1-1-1 

14. Developing creditable medium- and short-range 

plans to implement strategies so as to achieve goals. I-1-1-1-1 

15. Preventing unpleasant surprises. 1-1-1-1-1 

16. Our major financial indicators have been better after 

introducing planning than before: . 

Sales I-1-1-1-1 

Profits I-1-1-1-1 

Return on investment 1-1-1-1-1 

Earnings per share I-1-1-1-1 

17. Our company performance has been better than , . . , 

others in our industry not doing comprehensive I-1-1-1-1 

managerial planning. 



EXHIBIT 3-1 (cont) 

How Effective Is Your Strategic Planning System? 

Not 

Effective 

(No) 

G Bees Our Planning System Yield Valuable Ancillary 

Benefits? 

II. The system has improved the quality of manage- 


Very 

Effective 

(Yes) 


IS. Hie system is a unifying, coordinating force in com¬ 
pany operations* 

20. The system facilitates communications and collabo- 
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panning is its major responsibility. 

22 Our system fits the management style of our 

company. 

3, The system fits the reality of our strategic decision 

making processes. 

24 The corporate planner is situated close to the top 
management of the company. 

The corporate planner works well with the top 

management K 

M„ Hie corporate planner works well with other line 

managers and staff. 

3. The planning committee structure is just right for us. 

£ A*e the Planning Processes Effective? 

28. Top management spends an appropriate amount of 

..tme on strategic planning. 

2t There is too much foot-dragging about planning Itis 

f !ken - ; ~ D too many line managers really 

do tm accept it 5 y 

32 i>.e managers generally spend an appropriate 

With other line managers and/or 
s.aft :n Ceveioping strategic plans 

31 ^S^^ OTtbeb3SiSOfanacce P ta b | eset 

32 SSk ng pr0cedures Newell understood in the 

B requirement to complete the plans is ac- ' 

«P*»ble to our managers and staff | 

* 2*5*“ iS ■" inducing in-depth 

3£ ““"“O" » peid to putting numbrn in 

wj*es. The process is too dtocpHi tracts + ers In « 
tine, too inflexible. P ™ 12ed ' to ° r °u- L 



EXHIBIT 3-1 (cont.) 

How Effective Is Your Strategic Planning System? 


Not 

Effective 

(No) 


Very 

Effective 


(Yes) 


36. New ideas are generally welcomed. 

37. Managers really do face up to company weaknesses 
in devising plans. 

38. Divisions do not get sufficient guidance from head¬ 
quarters for effective planning. 

39. Divisions are encouraged and helped by headquar¬ 
ters to do effective planning. 

40. The ability of managers to do effective strategic plan¬ 
ning is taken into consideration in a proper manner 
when they are measured for overall performance. 



Survey forms such as this one are subject to many weaknesses. For example, 
different people will attribute different meanings to the questions. Also, different 
people will give the same result different evaluations. Also, questionnaires such as 
this are not effective in producing a single evaluation or grade. It is possible, of 
course, to grade a system by putting numbers on each evaluation, by giving 
weights to different questions, and then calculating the total result. 

On the other hand, the great strength of this survey form is that it provides a 
format for evaluating a system in terms of accepted design standards and major 
results that ought to be achieved This, in turn, provides a basis for dialogue 

among managers and staff about shortcomings that should be corrected in the 
system. 

This survey form should be modified to suit the interests of different persons 
m an organization. For instance, top managers should be asked to evaluate all 
items in parts A, B, and C but only selected items in parts D and E. Here, again, 
some of the items may not be exactly appropriate for a company, and the survey 
should, therefore, be modified accordingly. For a particular company some of the 
items might be sharpened to pinpoint a specific issue in the company. 

° vera11 : the P ur P° se of this questionnaire is to organize thinking about an 
FSPS as a basis for informed and dispassionate discussion of its design and results, 
witii a view toward improving it in terms of perceived managerial needs. The form 
m its present state, or modified to suit unique situations in a company, appears to 
do this. 

The form certainly probes major requirements for an effective system. Space 
does not permit an extended analysis of the significance of each of the forty 
questions raised, but a few comments may be in order. For example, what a chief 
executive officer thinks about the system is of crucial importance. If he or she 
thinks the system is very valuable in making the “right” strategic decisions for the 
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company, the system is fulfilling its highest purpose. If the CEO does not believe 
the system is helpful, it must receive a low grade no matter how it measures up 
against a textbook ideal 

In addition to the CEO, the views of other managers about the system are 
very important. There will be problems in a company in which the CEO believes 
the system is important in his or her decision making but a number of division 
managers view the system as excessively burdensome and/or a waste of time. Such 
a situation should be corrected. 

A mature planningsystem must deal with questions 5 through 14 in part B. 
Some of them are more important than others and problems may arise in their 
evaluation. For instance, questions 13 and 14, which concern the development and 
implementation of strategies, are of very high significance. A top grade on these 
two questions can offset a lower grade on some of the others. On the other hand, 
high grades on some of the other questions will not offset a low grade on 13 and 14 
because the main focus and purpose of most FSPSs is to help companies formulate 
and implement appropriate strategies to adapt to their changing environments. 

A point made previously is worth reiterating, namely, that a perfect plan¬ 
ningsystem wall not guarantee that management will choose the "right” strategy. 
However, it can be said that, other things beingequal, a company is more likely to 
develop the "right” strategy with an appropriate FSPS than without it. It might be 
added, too, that skilled managers are more likely to formulate better strategics than 
are unskilled managers and that skilled managers are more* likely to develop an 
FSPS appropriate to their situation than are unskilled managers. Good manage¬ 
ment and effective strategic planning systems go together. 

This observation applies also to questions 5, 6, 12, and 13. Evaluators may 
have some problems in rating these and other questions on the survey form. For 
instance, an evaluator may give the formal planning system a low grade on 5 
(developing basic company missions and lines of business) simply because these 
strategies are formulated solely by the CEO and not developed in the FSPS. 
Generally speaking, however, weaknesses in any of the questions in part B should 
be matters of concern to a company. 

An effective planning system should produce high marks for questions 15, 
16, and 17. However, environmental circumstances can result in low grades on 
these questions even with a suitable planning system. So, here again, a system 
must be evaluated in relationship to other phenomenon that affect its operations 
and/or results. 

An FSPS has value to a company aside from substantive results. An effective 
system should improve the quality of management (18), become a unifying, 
coordinating force in company operations (19), and facilitate communications 
and collaboration throughout the company (20). These are recognized as major 
assets of high importance and any system that does not develop them is truly 
deficient and in need of repair. 

Questions in part D concern the organizational design of the system. Many 
more questions about organization could be asked, but those on the form are of 
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major importance. A system is not likely to be effective when its organizational 
design is not appropriate. If top management assumes that the responsibility for 
strategic planning rests on someone else’s shoulders (e.g., a planner) (21), troubles 
are inevitable. If the system does not fit the style of management in the company 
(22), it will not be effective. If the composition of a planning committee is 
inappropriate (27), its performance will surely suffer. 

Finally, part E deals with the planning processes. Poor grades on any of the 
questions 28 through 40 identify serious problems. For example, if top manage¬ 
ment accepts the idea that the formulation and operation of the FSPS is its 
responsibility, the system is likely to be successful unless (28) top management 
does not spend an appropriate amount of time on this task. A system will not be 
successful if line managers give lip service to it and really do not accept it (29). Also, 
closely associated with this, poor results will follow when line managers do not 
spend an appropriate amount of time on strategic planning (SO). Problems will 
result if managers believe the system requires too much of their time (33). 

A system that is based on generally known and accepted procedures is more 
likely to succeed than one that does not (31). However, a system that is not flexible 
and too ritualistic is likely to be less effective than it should be (32 and 35). 

A strategic planning system must stimulate managerial and staff in-depth 
thinking (34). This can mean many things. For example, managers and staff must 
become conceptualizers as distinct from operational day-to-day thinkers. A con- 
ceptualizer is more likely to see opportunities and devise strategies to exploit them 
than a person whose eyes are focused solely on narrow short-range problem 
solving. In an important sense, strategic planning is as much an intellectual 
process as a set of procedures, structures, and techniques. 

Program strategies have failed because company managers have been unable 
and/or unwilling to face up to weaknesses in the company. A brilliant strategy can 
fail to be implemented if a critical company weakness in implementing it is not 
identified and corrected. In identifying, evaluating, and implementing strategy', it 
is imperative than managers forthrightly address weaknesses that bear on the 
formulation and implementation of strategy (37). 

It is rare to find a company whose headquarters and divisions operate in 
perfect harmony. An FSPS may generate and exacerbate tensions and divisions 
between these two groups as well as resolve conflicts. Sometimes divisions want 
and do not receive what they consider to be proper guidance. (38). Or they may feel 
too restrained by company headquarters (39). In either event something needs to be 
done to improve the situation. 

Finally, managers throughout an organization are not likely to try to 
produce first-rate long-range strategic plans if their performance is measured and 
their salaries and bonuses are based solely on short-term bottom-line figures, such 
as margin, ROI, or net profit. Such performance standards (40) will naturally lead 
managers to focus attention solely on the short run and may result in practices that 
enhance their short-run financial position at the expense of future profits. That, of 
course, is not good management. 
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Proposition for a Relational 
Conception of Strategic 
Planning: Adaptation to the Past 
and Integration of the Future 

/1-U.^ors; 


INTRODUCTION 

XTie last ten years have been characterized by an economic crisis that engendered a 
feeling that something radically different was to emerge. While this feeling seems 
to be widely spread and deeply rootdd in peoples’ minds, it is remarkable that 
nobody is able to define precisely wl|at is changing and why. Everybody talks 
about the shock of the future; very f<?w talk about the shock of the past. For a 
corporate planner, the most striking shock is the shock of the past. 

The objective of this chapter* ik to describe precisely, in the context of an 
industrial organization, what is meant by the “past,” and how the process of 
alarming has to adapt to it. Then, the question of the “future,” as seen from 1980 
anward, is introduced and its integration into the planning process is discussed 
Arithin the framework of an industrial corporation operating on an international 
jasis, including Europe and United States. The two concepts of adaptation and 
integration introduced by Lorange 1 are put to work, although they are not in the 
>rder that was expected by the theofy. 


•This chapter is prepared b fGeorges^YvesTervem^ rhe Pechiney Ugine Kuhlmann 
>ro up, Paris^L EJEgnssard. Ecole Polytechnique, Centre de Recherche en Gestion, Paris; 
n ^Tacques Sarrazin J ESSEC, Paris. 
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PECHINEY UGINE KUHLMANN AND ITS STRATEGIC 

PLANNING SYSTEM 


The Pechiney Ugine Kuhimann Group 


The French group, Pechiney Ugine Kuhimann, has a long-established 
mitmmonal reputation for Industrial expertise In the area of advanced metal- 
based and chemical materials and products. The group is dedicated to the devel¬ 
opment oi high-performance aluminum-, carbon-, chromium-, copper-, 
moA bdenum-. nickel-, titanium-, zirconium-, and plastics-based materials and 
prociiets for advanced technology applications in the aerospace, automotive, 
oinking, electrical, engineering, and telecommunications industries. In general, 
ns uc:n mes im olve the production of materials requiring the latest technologies 
m terms of pin sics and solids, fine chemistry, and sophisticated metallurgy. 
Pemnnes i gme Kuhimann has developed master}' of many aspects of energy 
appucanons and occupies a key position in the nuclear fuel cycle. The group has 
muLsiiul or commercial facilities In sixty-five countries. Its principal establish¬ 
ments mm loaned In France, the United States, Spain, Greece, and Africa. 

Th : ^mpanies that form the Pechiney Ugine Kuhimann group have an 
kstonca! hidebound of leadership in the development of original technologies 
on soeniifie knowledge and experimentation. One employee out of sixteen 
k an engineer or a scientist. 


, _ a me use ot advanced systems for 

fUU' 5 inier ; e2at!onshl P and cooperation among the various stakeholders on 
,Ti T Iu:ureue - Dends: Its employees, shareholders, customers, and suppliers as 
a; ,j„ ^aanisn'anv e and governmental authorities in the countries in which 
:: operates, I: was the first French industrial corporation to commit all its pollution 
T" : a " esijr ‘ en “ In 3 Sln § le “"tract agreement between the group and the 
VearS - Pechiney Ugine Kuh lmann has pursued a 
5 "f UOn 3n m P !ants in the form of shop workers’ meetings. 

Group sa.es in 19,8 amounted to over $6 billion. The PUK workforce 

by 3 “'°°° sharehold " s - the las, 

allocaied-earlv 9 L ^ Kuhlmann has “vested $ 2.25 billion and 

k fm-nu J 30 ? milIlonto t^ch and development. 

an internal! ml'- i ^ Kuhlmann Sr° u P has progressively built up 

rk C ° nSISQn§ of racketing units that are wholly 

ptan companies amc£L n ^ a T™* Sma11 ' and medium-sized Euro- 
made its advanced techniques available^ eXP ° n rapidIy ' The group has 
Amtnca. South AmeS ^Sa 3 ^ ° f C ° mpanies * North 
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0r S^iiizadon. Following this humanistic philosophy, the principal function of an 
industrial company is to adapt the organization to the customer, not the customer 
to the organization. More generally, the main focus of a modern industrial 
c orrip>any is on the relations with the various stakeholders within its environment. 

The firm is composed of six autonomous operational “branches’': alumi¬ 
num products, special steels and electrometallurgical products, chemical prod- 
ucts, copper products, nuclear and new technologies applications, and the U.S. 
operations. Each branch is itself organized into divisions. Six major functional 
departments (labor relations, finance, R&D, corporate planning, control, and 
n^arleering) are located at the corporate level. 

Against this background, a certain philosophy is taking shape—that of 
decentralization. It is exhibited by the exercising of real responsibility at each level 
of the organizational structure. In particular, a division is both a profit and an 
investment center, responsible for the development of its own product lines, 
having its own, independent R&D capabilities, and possessing independent mar¬ 
keting and distribution forces. 


The Corporate Planning System Used up to 1976 

The corporate planning system used up to 1976 was a formal, comprehen¬ 
sive, mostly bottom-up approach, based on the planning concepts and procedures 
often encountered in the literature early in the 1970s. 

The process started with the C.E.O.s making general guidelines for the 
d.evelopment of the company in the future. Each division was then asked to 
formulate a long-term plan composed of a strategic plan and long-term financial 
projections. For the main divisions only, these projections encompassed alterna¬ 
tives for various expansion rates and various strategic choices. 

As far as the strategic plan was concerned, the divisions had to follow the 
well-known, two-step procedure suggested by Steiner: 2 

1. Analysis of the situation of the unit in terms of served market and internal 
capabilities to pinpoint the major problems and opportunities for development. 

2. Determination of the objectives of the division and of the strategies that would 
allow their achievement, followed by the building of the action programs to be 
undertaken in the short term. 

It was the responsibility of the branch manager to approve the division plans 
or to ask for a change in their proposals. Then, each branch submitted a branch 
plan to the C.E.O., based on division plans. A branch plan was a general policy 
statement emphasizing the fundamental development decisions of the branch and 
their implications for the whole corporation in terms of risk and financing. 

The discussions between the C.E.O. and each branch manager could lead to 
tkte modification of branch plans and, therefore, division plans. The corporate 
plan was made up of the approved plans. 
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A Diagnosis of the Functioning 
of the Corporate Planning System 

In 1976, a diagnosis of the functioning of the corporate planning system 
described was made both by the company and by an external consultant. The 
results of the diagnosis led to the following classical but pessimistic picture: 

1. All hierarchical levels taking part in the planning procedure were often disap¬ 
pointed when they evaluated what they’ were actually getting from the planning 
process. The divisions did not have much feedback from the hierarchical levels 
above them on their proposals. As a result, they felt that they were producing a lot 
of paper and few decisions. On the other side, branch and corporate levels were 
quite frustrated with the content and the form of the proposals that were submit¬ 
ted for their approval by the divisions. 

"The product mixes and the market mixes of the divisions had not changed much 
uem 1971 to 1976. Further, for most divisions, resource allocations by corporate 
.itadquarters did not differ significantly from their own cash generations. There 
a e.e indications that the planning system failed to encourage significant strategic 
change. 


Whrii looking for the explanations to these facts, five major bottlenecks emerged 

tiom the diagnosis: 

First, in Lorange s terminology , 3 adaptation was weak and integration 
strong. There was little attempt to balance the bottom-up planning procedure 
•«:h top-down planning. The corporate level viewed itself more as reacting to 
aranrhes and divisions* proposals rather than as a manager of an overall corporate 
penioJio. As a matter of fact, a global diagnosis of the group's portfolio of 
aan mes was lacking, and planning discussions were bilateral (C.E O to branch 
manatprs one by one; rather than devoted to the corporate portfolio as a whole. 

“ ying IO define 3 relevant business segmentation, Pechiney 
tT>T m ? difficuIly ^ its organizational structure of 

Tkeria ^ °" ^ considerations rather than on business strategy 


^.ceacn hierarchical level did not spend enough time on planning In 
par ocular, planning and budgeting staffs were spending most of their time on 
uata gathering. Top managers were not concerned enough with the 
^ragement oi the group's portfolio of activities on a worldwide bL 

formal tools and methods for anaIyzin s and 

» wha,ever 
P Jofa3 ^ ^ itself and forX commas a whole ^ tesic oppo « uni - 


r ererai Condus) 'on S that Emerge from the Planning 
Experience up to 1976 s 
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Ringbakk 4 in his well-known article “Why Planning Fails” as early as 1971. In 
that respect, the group’s experiences was only new empirical evidence of Ring- 
bakk’s and other’s findings. But what makes its experience original is its reaction 
in front of its planning difficulties. 

In 1976, after the diagnosis of its planning system, three main courses of 
action were available to the company: 

1. Dropping extensive formal strategic thinking, particularly at the corporate level, 
by letting each operational unit manage its own development according to the 
famous “muddling through” theory of Lindblom. 5 

2. “Trying harder” to remove most of the planning bottlenecks. 

3. Using its own experience to shed some new insights on planning theory , by 
testing and studying some of the underlying assumptions and problems. 

It was a strategic choice of the group’s top management to maintain the idea 
of strategic planning in the firm. Accordingly', the existing Corporate Planning 
and Control Department was split into two disdnct functional units. The new 
Corporate Planning Department was placed under the authority of a vice presi¬ 
dent of the company (who would also be in charge of one of the five operational 
branches). The split between Planning and Control was intended to open up for a 
less numbers-oriented, less “extrapolative planning process. 

The new Corporate Planning Department did not adopt the second course 
of action listed, that is, the improvement of the existing planning procedures by 
adding new rules and planning methods. The fundamental causes of the planning 
difficulties encountered up to that time were not entirely dear. For instance, why 
was top management in the group, as in other firms, apparently not much 
interested in an explicit strategic management of the overall corporate portfoho.- 
Or why didn’t operational units spend enough time on planning.- As a conse¬ 
quence, one could wonder if adjustments of the existing planning procedures 
would significantly improve performance or if the real problem was not the fit 
between the planning system and the whole management sy stem and culture of 

the firm. 

Pechiney Ugine Kuhlmann thus chose to use its own experience to try to 
shed some original light on planning theory, while maintaining a decentralized 
and flexible planning procedure within the enterprise along the lines of the three 
cycles corporate planning system proposed by Lorange and \ ancil. 0 f P !c> ncm ’ m 
corporate planning department has been working on three main topics. 


1. To facilitate the adaptation of the strategic decision-makinprocess to ■ P 
the company, by making explicit the systems of values and norms the bus 
creeds,” of the organization and by linking them to planmng methodology. 

2. To enhance the acceptance of the validity and use of portfolio analy sis m strategic 

planning. „ ,. . 

3 To develop a new conception of the interaction between the firm and its enviroii- 

w£lon .he concerns of flexibility and negotiation and on some concepts of 


systems theory . 
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STRATEGIC PLANNING: ADAPTATION TO THE PAST AND 
INTEGRATION OF THE FUTURE 


Strategic Planning and the Systems of Values 
in the Organization: Adaptation to the Past 


A theoretical perspective. From the group’s planning experience emerged 
:he major hypothesis that a corporate planning system cannot be composed only 
of methods and procedures aimed at the production of strategic studies, action 
programs, and budgets. If it did, a feeling of frustration would spread throughout 
the corporation. Something would be missing in the planning system. 

But what precisely would be missing and why? 

Ue did not find any theoretical framework that provides a fully satisfying 
answer to such a question. However, two distinct approaches offer interesting 
insights into that problem. 

Fiisi, Ozbekhan • tries to link planning and change, change and perception 
of the em ironment. and perception of the environment and a system of values in a 
logical manner. In Ozbekhan s terminology', a corporate planning system must 
then be viewed as a three-level system: (1) a normative planning level, where the 
s ' s 5 ni dominant values in the enterprise is defined; (2) a strategic level of 
definition of the objectives of the organization, the system of values allowing the 
ranging of possible objectives: and (3) an operational or mechanistic level, where 
decisions are made to achieve corporate objectives. According to Ozbekhan, nor¬ 
mative planning must be accomplished first, then strategic planning must be 
realized, and at last operational planning should be completed. 

• f Iher broach is one suggested by Argyris.* He introduces the concept 

o: doub.e-Joop learning, that is. the process through which the organization is 
questioning the validity of underlying policies and objectives, the "rules of the 
game. This second approach is also encountered in the field of psychology In 
particular, Bateson*and Watzlawick^i ofThe Mental Research Institute afpalo 
Aito suggest that double binds" appear in the relationships among people. The 
m-gatne effects of these double binds can be cured only by acting at higher 
organizational, or logical, levels. 5 s 


insr ,! !,? emphasize the impossibility of designing and implement¬ 

ing am planning system or. more generally, any management system, without 
.along explicit account of the raison d’etre of the organization in which the system 

mdmh-S ° f ^ ° f funcdonin & and of its system of norms 

° flen - theSe notlons are P ut to §«her under the term “business 


( H with these two approaches, a central problem then is the choice 

o. a methodology ot developing explicit business creeds in an organization. 

A methodology to make business creeds explicit. When the grouo tried to 

apph the previous theoretical approaches to its own situation Te problem 

m muiiateh arose as to the manner by which the existing system or systems of 
values Drevalenf in _i 11 * „ ^ Stems OI 


.urs prevalent in the organization could be brought to light. As 


a matter of fact, 
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in 1976 the company did not have any statement of its general policy. A sune\ of 
two hundred of its managers revealed their anxiety relative to the lack of explicit 
“rules of the game” within the enterprise. 

When looking for a methodology to bring to light the group’s business 
creeds, the company first analyzed the content of the business creeds already made 
explicit in numerous United States firms. The survey showed that, howevei 
disparate these business creeds seemed to be at a first glance, most of them dealt 
with the kind of relationships the organization wanted to have with social groups 
such as employees, stockholders, trade unions, the government, society, and so on 
(see Exhibit 4-1). But no rational methodological scheme emerged from the 
analysis which would provide answers to the group’s main questions: 

—Why business creeds? 

—How to define them? 

—How to support them? 

—Where do “the rules of the game” existing in an enterprise come from and how do 

they change? 

Consequently, Pechiney Ugine Kuhlmann then attempted to develop a 
methodological scheme by using the well-known analogical approach taken horn 
the field of biology. Let us recall that biologists set forth the theory that living 
organisms behave as if their behavior followed four basic rules. 

L The main objective of living organisms is their own survival. 

2. Living organisms are endlessly trying to expand themselves, to grow, oi to 
increase their influence on their environment. 

3 The growth of a living organism goes with the complexity of the organism, which 
arranges itself into specific subsets at different hierarchical levels. From this 
hierarchical structure emerges a raison d'etre more and more developed as the 
living organism glows. Each hierarchical level has its original characteristics and 
properties that are not the result of the mere adding up of the characteristics and 
properties of the levels below it. Moreover, each level can be understood as an 
internally and externally oriented control device, aimed at the survival and the 
expansion of the whole organism. 

4. At last, living organisms seem to behave according to the minimal energy princi¬ 
ple: Their behavior is oriented toward the minimization of the energy and, more 
generally, of the means required for their evolution. 

In biology', these four basic rules lead to patterns of behavior of living 
organisms such as reproduction, memorization, pedagogy, trial and error, feeding, 
selection, expansion, hierarchical organization, internal and external control, 
negouation, and escaping. 

In management, if we make the hypothesis that we can establish an analogy 
between the behavior of a living organism and that of an enterprise, it is in fact 
quite easy to link the previous biological patterns of behavior to the usual business 
functions: production, learning, research and development, purchasing, financ¬ 
ing, selling, corporate planning, organizing, budgeting, management control, 
auditing, marketing, and legal affairs. Exhibit 4-2 shows these analogical i elation- 
ships between both kinds of behavior patterns. 

















EXHIBIT 4-2 Roles, Behavior, Functions 
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It was found worthwhile to go further with the analogy between industrial 
organizations and living organisms and to try to translate the four basic biological 
rules into the field of business. This led to a set of basic business “rules” analogous 
to the four basic biological rules. Exhibit 4-3 shows both sets of rules and their 

relationships. 

This set of basic business rules has been submitted to a committee of the 
group's executives. They evaluated the rules and made choices, the intention being 
to end up with a set of “rules of the game” that take into account what an 
industrial organization is, in general, and spedfkally reflect the group’s his torical, 
cultural and sodological background. 

That final set of rules has been called the “business creeds” of Pechiney 
t'gine Kuhlmann. It has been distributed throughout the entire enterprise. Obser¬ 
vations do suggest that it is being used as a reference tool in strategic planning 
discussions in numerous divisions. One of the business creeds explidtly refers to 
the selection and appraisal of so-called business units as part of a so-called 
"portfolio” planning methodology. Since the publication of that rule, substantial 
progress has been made in the acceptance of that approach by the group’s 
management. 

But perhaps the greatest benefit from the group’s effort in making its 
business creeds explicit has been the fact that the company has become more fully 
aware of the drastic importance of its relationships with various sets of external 
factors for its own development and, in fact, for its own survival. This last point is 
illustrated by the adoption by the group of several business creeds dealing wi th the 
exchanges between the group and its environment. For instance, a rule refers to the 
improv ement of relationships at the local level between plant managers and local 
authorities. This rule is being followed by most plant managers and is becoming 
especially important, taking account of the more politically constrained setting 
experienced in most of Europe. 


Strategic Planning and Management Tools 

. .. A ff°" d f pic curTend > u nder investigation at Pechiney Ugine Kuhlmann 
-r. ,s wu unher operationalization of management tools commonly used in 
strategic planning. This task is not completed yet but is already yielding challeng¬ 
ing ^uhs particularly when making the portfolio approach' more pmcticalfy 

•vV-W- Jhm anol W Sh f Shm r ^ ^ ° f taking ex P Iicitl y into account 
V "hen applying the portfolio methodology. In the next section of this 

W, •“iSTjj'd h V° n h 0li0 a ' ,pr ° ach “ a means of “corpora!- 

Management Tools: A Life-Span Hypothesis. Management is not a science 
A .oi of accumulated experience nhv« o s ueru is not a science. 

, . c - v penence piavs a significant role in practice bur ir rannm 

} explain the feeling that many management tools exhibit the life span 
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Business Rules Drawn from the Biological Analogy 


Basic Biological Rules and 
Biological Patterns of Behavior 

Business Functions: Rough Statements of Rules 

Rule 1: Survival 
—Memorization 
—Pedagogy 

—Life and death of the models 

The firm lives maximizing its life over time, 
j The firm lives accumulating its learning over time. 

The firm lives spreading and transmitting its expe- 
| rience over time. 

The firm lives managing a set of models that emerge, 
grow, reach maturity, and die. 

Rule 2: Expansion (Growth) 

—Trial and error 

—Selection 

The firm lives maximizing the scope of validity of its 
models. 

The firm lives renewing its models through trial and 
error, risk taking, and exploitation of the failures, 
ures. 

The firm lives choosing the models the most 
adapted to the internal and external characteristics 
of its operations. 

Rule 3: Organization 

—Maximal exchange 

—Internal and external control 

—Negotiation, mutual respect, 
reciprocal balance of rights 
and duties 

The firm lives organizing itself through differentia¬ 
tion into specialized units and specific hierarchi¬ 
cal levels. 

The firm lives maximizing internal and external in¬ 
formational exchanges. 

The firm lives setting up internal and external detec¬ 
tion and control devices at all the organizational 
levels. 

The firms lives maintaining joint responsibility 
among the elements existing in its internal and 
external environments, through a set of negotia¬ 
tions, maintained in balance through the mutual 
respect of the characteristics of the existing ele¬ 
ments and leading to the making explicit of the 
conflicts among the elements, then to shared ob¬ 
jectives in terms of rights and obligations of the 
existing elements during the period of time con¬ 
sidered in the negotiation. 

Rule 4: Minimal energy 

The firm lives minimizing the amount of resources 
that it takes from the external environment. 


57 



58 Implementation of Strategic Planning 


of a new product (emergence, maturity, decline) but seem hardly able to contribute 
to a more comprehensive analysis of some real phenomenon. Examples include 
operations research and management information systems, as extensive '"families” 
of techniques, return on assets analysis, return on investment analysis, and portfo¬ 
lio analysis, as more specific approaches. 

Clearly many such tools are useful, given certain circumstances. The trou¬ 
ble, however, is that they might easily develop a life of their own within the 
organization, become part of its culture. For instance, proposals for decisions may 
have to be proposed in accordance with the restrictive format of a given tool; 
otherwise they might not even be considered. It follows that tools may be studied 
not from the point of view of their intrinsic validity but as mechanisms that 
constrain the behavior of an organization (see, on that point. Berry et al.). 13 The 
danger is that the manager might be pursuing a never-ending synthetic approach 
to his or her global problems and is condnually confronted by different, possibly 
incoherent tools unfit to deal with a moving reality. 

Such descriptions seem to characterize many planning activities in Pechiney 
I'gine Kuhlmann as in other French corporations. The uses of such management 
tools as portfolio analysis or return on investment analysis in these firms tend to 
follow the life-span hypothesis. In its mature stage, the management tool is, thus, 
as much a required communication de\ke, a “ritualistic” language, as a prag¬ 
matic decision analysis tool. There is an increasing risk that the original purpose 
of the tool to help the decision maker, might become of minor relevance relative to 
the communication purpose. 

The Portfolio Analysis Approach. Pechiney Ugine Kuhlmann experienced 
the previously described phenomenon with portfolio analysis, i.e., that it became 
ritualistic in use rather than maintaining a useful decision-making focus. That 
management tool was first introduced in a division of the company by the Boston 
Consulting Group. Let us recall that this model is based on the experience curve 
hv pothesis and leads to three well-known inferences: 14 


1. Market share dominance explains differential profitability for compedtors on the 

same product. 

2. I* is important to fight for market share whenever the growth rate is high because 
then one is more fluid with respect to time and the outcome of the battle will have 
long-range profitability consequences. 

3. A coiporation's long-term profitability requires an appropriately balanced mix of 

products with different cash flow characteristics. 

According to many criteria, the Boston Consulting Group study was a 

rows ' : i°" mOS J ° f thC gr ° UP ’ S mana § ers ^Iked in terms of “cash 

te w s. >iars. and so on, and then strategic plans exhibited share-growth matri- 

h? H - e poauon ™j[. of their business activities. However, the methodology used 
bv div isions to exhibiting these matrices of strategic positions often S^d 

questionable in the following ways* PP^ 
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1. Segmentation into business activities was done without in-depth analysis of the 
value added at each intermediary production stage. 

2. No attempt was made to quantify the magnitude of the experience curve effect. 

3. The four quadrants of the matrix were positioned without explicit reference to the 
growth rate effect. For instance, the borderline between “star” and “cash cow*” 
may be set at 3.75 percent on the growth rate scale because the French GNP was 
growing at that rate (many activities presently grow at 2 or 3 percent when they do 
not decline; in that case, much of the potential value added by the tool seems to be 
lost by the more or less arbitrary setting of the borderline). 

4. Inferences on profitability that may be drawn from the strategic position of the 
activities were not satisfied in practice (i.e., the expected increases in profitability as 
market share increased did not occur). 


Two years after its introduction in some division plans, the portfolio tool 
disappeared with the reintroduction of a return of investment emphasis. 

What emerges from these observations is that many managers do not take 
enough time to get a full understanding of the underlying assumptions behind the 
portfolio tool. Consequently, they either take for granted or simply reject its final 
implications. That behavior may come from time pressures, from the feeling of the 
“enormous” empirical evidence that seems to support portfolio matrix conclu¬ 
sions, or from the appealing character of the analysis to any experienced manager. 
In any event, the group soon recognized that the conclusions from a product 
portfolio analysis could sometimes be grossly misleading if managers are not fully 
aware of the conditions for use of the approach. 

These conclusions coincide with findings already drawn by several re¬ 
searchers. In particular. Day 15 stressed that the three major inferences of the 
share-growth matrix model may not always be true, and exhibited quite a few 
counter-examples encountered in the real world. However, Day’s nonnative pre¬ 
scriptions are based on the empirical observation of pitfalls in the implementauon 
of the approach, rather than on a logical analysis of the underlying hypotheses of 
the model. In general, most research has been oriented toward in-depth empirical 
analysis of the share-growth matrix. However, several interesung results can easily 
be obtained by letung the simple mathemadcs of the experience curve hypothesis 
work on its own. 

The Simple Mathematics of the Experience 
Curve Hypothesis 

Let us recall the experience curve hypothesis: The unit cost* (c) of a “prod- 
uct”t is reduced by a constant factor (K) each time its rank in the cumulative 
production (Q) is doubled: 

c (Q) = qQlog KAog 2 => C (2Q) = Kc(Q) 

•cost is expressed in constant terms, such as units of labor or constant money. 

j-the problem of defining what is meant by a product has to be solved in practice by the so-called art of 

segmentation. 
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Corollary 1. Suppose that firms A and B have market shares a A and a B , 
respectively, and that these market shares remain constant over time; then the ratio 
of their unit costs remain unchanged: 

Qa = &aQ Q b * cr B Q 

Application: => C A /C B = (o- A /(r B )log KAog 2 


or A /<r B = 2" =t> C A /C B = K n 

Corollary 2. Suppose that the production grows at a constant rate p; then 
cost declines exponentially at a rate p log K /log 2. 


Application. Let T — 2/p (T is the time period required for doubling 
cumulative annual production); then annual unit cost declines at an approximate 
rate of (1 = K) T. 

It is clear that, if the experience curve hypothesis is not satisfied (K = 1), the 
first two portfolio analysis rules need not be true; market share dominance might 
not imply differential profitability and it might not necessarily be interesting to 
fight for high market share whenever the growth rate is high. This is in accordance 
with Day’s empirical findings. 

What is interesting here is that the simple considerations given suggest that 
the practical relevance of the first two portfolio analysis rules vary according to the 
numerical value of K, that is, to the slope of the experience curve. For instance, let 
us consider two of the group’s products P, and P 2 . 


P, with K n = 0.7 


▼ W M.I I #\ H 


Let us suppose that the group’s management wants to obtain a cost advantage of 
-0 percent over a competitor (who is supposed not to modify his or her level of cost) 
within a five years period. The two corollaries set forth previously then show that 
this requirement can only be satisfied with a market growth rate of greater than 9 
percent for P, and greater than 22 percent for P 2 . 

More generally, two products that are located in the same position on the 
share-growth matrix can differ significantly in terms of profitability or strategic 
opportunities, depending on the value of the experience effects. Portfolio ap- 
pioach can thus be grossly misleading when applied to a set of products with 

eff ? CtS ThuS ’ in its -alysis, *e strategic decision 

maker musk take explicit account of the possible variety of technological expe- 

eS [3^ eSe ma^ partIy ^ a resu l 1 °f the different characteristics of the products and 
partly be due to the strategies followed in the past. 

These conclusions suggest that in a large, diversified corporation strategic 

aonl VS1S hl )aSed iI )n i takingadVantaSe0f ex P eriencecu rve effects seems to be far more 
c™?el at ^t’ 1510 " levdS ’ 11131 is ’ at strate S k bu *iness units levels, than at the 

of ei I a r ° f the pOMfolio tDo1 Ieads to an emphasis 

the ooeraTon ? T experience effects stemming from different parts of 

the operation Such an integration is now strongly recommended by the group’s 

corporate level when evaluating the portfolio analysis of the different divisions.'* 
et us conclude by making some general comments on some broader 
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implications from the experience curve hypothesis. Its mathematical formulation 
provides a mechanical picture of the role of technological progress that would lead 
directly to monopolistic dominance based on known technologies and mature 
products and arms length competition for long-term innovation. In this respect, it 
is interesting to compare this picture with the classical economic analysis that 
rarely recognizes the profitability differential as originating from this dynamic 
change in the production function, but focuses on market structure instead. Of 
course, there is the major exception of Schumpeter’s work on the theory of 
development. 17> 18 In this latter framework (which scope embraces an analysis of 
the civilization of capitalism and thus is far more general than is our present 
discussion), technical progress is also seen as implying monopolistic practices on 
current production. However, then, competition becomes extremely harsh and 
creating an uncertain climate for forthcoming innovations (in market, supply, 
technology, and organization). Pursuing the idea of innovation in an uncertain 
dynamic environment in which the actors have incomplete information certainly 
appears as a more difficult task than just considering a mechanistic experience 
effect on the one hand, or a sophisticated competition on static models on the other 
hand, but that is what we should be talking about. 

The Integration of the Future Through the Concepts 
of Negotiation and Flexibility 

The Environment in the Future and the Future in the Environment. The 
last topic to be discussed deals with how to better integrate an emphasis on the 
future in corporate planning methodology . By “future” one usually means either 
the future characteristics of the organization's environment or the future states of 
the whole economic, social, and cultural system to which the enterprise belongs. 

The environment is often presented as an outside force that is the cause of all 
the problems confronting the organization. The environment is “turbulent,” 
“aggressive,” “adverse to industrial rationality,” “endlessly changing,” “elusive,” 
“unforeseeable.” The enterprise frequendy experiences a sense of adverseness vis-a- 
vis its environment; the enterprise does not understand its environment, or worse, 
it pollutes it. 

The future, on the other hand, is usually defined as a set of hidden data that 
could be known if the organization had the “right person in the right job,” that is, 
a corporate planner with a crystal ball that supplies him or her with a set of 
scenarios among which providence will have the good taste to choose. But the 
worldwide economic crisis of the 1970s exemplifies how hazardous guessing the 
future can be. Extrapolation does not work well: The sophisticated computer¬ 
ized forecasting models become ends by themselves, and technological forecasting 
is an art more than a science. 

Then, how can we integrate the future into corporate planning methodol¬ 
ogy? Our effort in that field is oriented currently along two dimensions: Negotia¬ 
tion and flexibility. 
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A New Definition for Environment and for Future. The environment of an 
organization can be described in three ways: (I) a set of state variables—market 
growth, for instance, (2) a set of phenomena and general laws of functioning— 
product life cycle, for example, and (3) a set of social groups of actors—consumers, 
stockholders, suppliers, government, competitors, and mass media, to name a few. 

From some recent work on that subject, we have adopted the third definition 
of the environment listed. In that perspective, the future can be understood as the 
potential outcome of negotiation relationships among various social groups. A 
critical question to be asked is thus whether these stakeholders are inside the 
organization or outside, or both. Strategic planning can be defined as the analysis 
of the consequences of these negotiation settings for the enterprise, attempting to 
keep viable links between the corporation and the various social groups. 

A New interpretation of the Portfolio Approach. The portfolio approach 
may be seen as a way to analyze the interactions among competitors in terms of 
strength in some kind of indefinitely repeated stochastic game. (For a precise game 
theoretical approach to “strength” in another context, see Levine and Ponssard). 19 

A specific definition of strength has to be worked out in each context, but it seems 
that it could proceed in two steps. 

The first step would be to analyze the dimensions of present strength, such as 
relative market shares, amount of excess capacities, financial postures, and so on. 
The second step would be to analyze the determinants of future strength, such as 
relative cost structures, market growth, technological barriers, and so on. To use 
an analogy with physics, such an analysis of strength might focus on the current 
positions as well as the speed of change associated with these positions in absolu te 
terms. Current positions particularly determine short-term strategy sets, and speed 
of change analysis may help to define the evolution of these strategy sets. Such an 
interpretation is consistent with the usual portfolio matrix, which appears as the 
ultimate way in which to explore the analysis along one dimension (i.e., expe¬ 
rience curve effect), as well as with General Electric’s nine-block matrix described 
by Alien, which encompasses many more dimensions but then has to face the 
classical aggregation problem. 20 


A Generalization: The Relational Conception 
of Strategic Planning 


Whenever one takes a scientific standpoint to analyze decision processes in 
business corporations, one has to start with some modesty. 21 - 22 Many more research 
studies need to be done to fully understand what a strategic decision is. Above all 
new directions presently followed in the fields of communications and bioloe^ 
might playthe role of lighting the way for the group’s evolving concept of strategic 
planning. These directions appear to converge on the idea of relationships amon? 
actors or soaal groups that are inside or outside the corporation. Just like a human 
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being, to understand its own meaning a corporadon has to be understood by other 
groups. To be understood by other groups, it needs to understand them as well. As 
a consequence, the only valid approach is one that is built explicitly on the 
understanding of its internal and external reladonships. 

The corporation is building its own reality through the perception of 
messages. 23 These messages are coming through the communication network that 
the corporation has established with different social groups. Only the reality of 
communication can assure the communication of reality. 24 * 25 This follows the 
lines of Watzlawick and the Palo Alto research group. The latter have shown the 
great importance of the rules of the game (metacommunication) to maintain the 
“good health” and quality of communication. 

The business executive uses a cognitive approach that, in fact, leads to 
building and introducing change in an organization. At the heart of this cognitive 
approach one finds the ideas of distinction and indication, that is, of segmenta¬ 
tion. 26 Here one finds Varela's research 27 * 28 as well as Simon’s. 29 * 30 The cognitive 
process of segmentation leads to the development of graphs and hierarchies that 
have been enhanced especially by the works of the recent Nobel laureate. As a 
matter of fact, an explicit link appears in a corporation between the mode of 
strategic segmentation and the pattern of organization at different hierarchical 
levels. 

Recent advances in biology are quite useful to better analyze the links that 
exist between organization and autonomy. The notion of autopoiesis formulated 
by Varela and Maturana 31 has provided a better understanding of the process 
through which a living organism can structure itself to more effectively resist 
external perturbations. 

Following the principle of order from noise studied by Von Voerster 32 and 
Allan, 33 * 34 it may even be seen how external perturbations coming from the 
environment can be integrated by an organism to improve its own organization. 
The antagonisms and conflicts that arise through the relationship between two 
social groups may be understood as part of a game of an ego-antagonistic couple. 
Bernard-WeilPs research, 35 * 36 to some extent, allows the anticipation of the evolu¬ 
tion of such a couple. The notion of interaction as used in cybernetics may then be 
humanized. But, rather than talking about the interations between the enterprise 
and its environment, which is quite abstract, it is better to focus on series of 
interactions between two actors or two groups of actors, either internal or external. 

The psychological aspects of the relationship between two actors appears to 
be a source of renewed interest. These studies may cast some new light on the 
impressive capacity of industrial civilization to create consuming modes and 
behaviors that suddenly appear as essential needs for billions of people, whereas 
their very existence tended to be ignored by everybody earlier. A very stimulating 
approach to this phenomenon of social mimetism has been undertaken by 
Girard. 37 " 39 His work has been received quite well by scientists who seek to 
understand the meaning of this mixture of well-being or unhappiness flowing 
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over us every day without reason." Each group of actors tends to react to a 

representation of another group of actors. Even completely wrong representations 
show considerable power. This explains the curious process of self-fulfilling 
prophecies and the strength of “double bind” in many human conflicts 

This research suggests that one may anticipate a complete reformulation of 
both the concepts of strategic planning and organization when emphasizing the 
concept of relationships. The set of relationships between internal and external 
actors may be seen as the very organization of the corporation. The analysis of 
t ese relationships, and the preparation of the negotiations that need to be done 
cause of these rdationships, would be understood as the task of strategic plan¬ 
ning. The future of the corporation is being created through the process generated 
y these relationships. The future of the corporation, therefore, appears to be 
strongly dependent on a triangle, the points of which are strategic planning 
organization, and negotiation. 

Integration of the Future in Terms of Flexibility 

. A- T he u nd dimension of the integration of the future which is currently 
studied in Pechiney Ugine Kuhlmann’s setting is that of flexibility. That concern 

taTnTfis nTa <* ****** which suggests that uncer 
tamty is not a bottleneck that can be eliminated by rational methods, however 

h? bU ‘ 3 given featUre of mOSt d --n situations^only 
partially removable. Therefore decision-making modes must adapt themselves to 

®" m uncertainty that is, the environment cannot be* oversimplified- 
to be taken into account by rational existing decision-making models See Sar 
razin on that subject.) 43 s ^ ar ‘ 

In that perspective, flexibility in corporate development appears to be a 
possible way in which to integrate the uncertainty, or the ambiguity of the future 
The approach to flexibility currently studied in the group tS^m mltTn a 
balance between realism and formalism. The realism point of view leads to a 
decision-making mode where decisions are broken down into successive coordi 
nated short-term steps rather than made “once for ever.” The taaSm o °n ^ 
view is expressed m the taking account of long-term corporate objectives and 

—e° WVer k- dCfined ° r “ fU2Zy " they might be - To this^nd dynamic 
tion o Tn P ° rate ° b J ectlves are defin ed, the role of which being the reinLduc- 
rh ' , g:term consi derations in the determination of the short-term decisions 

Theconcep, o[ short-,erm objecives calls for several major comments: 

' -xiT” “loaSg*' “ Wh “ ““Sb reliable informanon soil 

developmentofihefiraTatihauime^ p, ° b ‘ b “™ of the sene of 

otherLrds, ,1," )™' ° ‘ ' ,h ''“"S'™ objectives. In 
long-term objective,, bn, this 
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3. They will be used as criteria of choice in the short-term steps decision-making 
mode. They will define “the track” toward the long-term objectives. 

4. As the degree of ambiguity evolves and new long-term uncertain objectives 
emerge, the short-term objectives might also be modified. As a consequence, 
flexibility can be viewed as a dynamic process of adjustment of a stream of 
decisions to a stream of short-term certain objectives. 

The dynamic set of short-term objectives can be illustrated as a dynamic 
“window” that evolves as time flows and to which the enterprise has to adjust its 
corporate development. At any time, this window splits the space of future 
development of the firm into two subspaces, a short-term certain one and a 
long-term uncertain, ambiguous one. 

In the long-term uncertain space of corporate development, the bounds on 
the system “enterprise” and the system itself is likely to be defined ambiguously. 
The main concern of the firm must be to preserve maximal flexibility in corporate 
development, without neglecting the achievement of its long-term corporate 
goals. The determinadon of the short-term window has to conciliate these two 
preoccupations. 

In Pechiney Ugine Kuhlmann’s planning process, “short-term” space is 
explored by the budgets as well as by three-year strategic programs. Considerable 
efforts have been made to transform budget from the classical financial conception 
to more of a strategy-oriented concept of action plans. In the same manner, 
strategic milestones and “abort flags” are progressively introduced in three-year 
programs. 


SUMMARY AND CONCLUSION: PROPOSITION 
FOR A RELATIONAL STRATEGY 


Taking the example of a diversified industrial group in Europe, this chapter has 
set forth a series of empirical observations and theoretical propositions. Many of 
them seem not to be dependent upon the specific setting of Pechiney Ugine 
Kuhlmann, but can be considered valid for other industrial groups. These general 
observations and theoretical propositions can be recapitulated as follows: 

1. The relative insufficiency of many planning processes and the insufficient time 
devoted by management to these processes and to their improvement. 

2. The necessity of industrial organizations to make more explicit their values and 
“rules of the game.” This need for explicitness is the first step of a good relational 
process of communication with the “environment.” 

3. The possibility of improvement of the portfolio approach through a broadened 
interpretation and analysis of the relationships and negotiations among compe¬ 
titors. 

4. The definition of the environment as a set of actors and the definition of the future 
as an output of the relationships and negotiations among these actors and the 
firm. 

5. The logic of flexibility justifying an emphasis on strategic characteristics of the 
budgeting and programming phases of the planning process. 
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In conclusion, the notion of relationships may be considered as the key that 
unites the three concepts of strategy, organization and negotiation. These concepts 
can sometimes be merged to create a unique entrepreneurial approach: the prepar¬ 
ing of a dedsion followed by the action itself. Some works even use neologisms 
such as “cMganizacdon.” 43 We may propose as well ”negotiaction,” “relaction,” 
and “communicaction,” all of them presently mixed together with the term 
‘'interaction.” 

The future will hopefully bring a new understanding to enlighten the 
practice of strategic dedsion making. It is believed that this new understanding 
will be enhanced through advanced research on subjects such as organization, 
negotiation, communications, biology, and systems theory. 
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Strategic Resource 
Allocation Procedures 

"t's- 3“w ' 


INTRODUCTION \ 

This chapter* is concerned with the design of systems to help large manufacturing 
firms in allocating resources. The heart of the resource allocation process manifests 
itself m the investment de&sions made by a firm. A system for supporting these 
investment decisions is deimbed. This system is being used currently by the 
Continental Group, Inc. (C< 51) for making investments in new businesses, but it is 
not in use for other types oi investments. 

Many such systems hkve been proposed and tried in firms over the past 
decade. The failure rate in these trials has been high. In many cases the customers 
for the services of the system (i.e., managers at the corporate level of the firm who 
make the final investment decisions) do not use the system. We believe that a major 
cause of these failures is that the systems do not provide outputs that communicate 
to its clients in terms that are meaningful to them. We also believe that there is 
probably no one system that would be universally useful for all firms The 
following pages describe a /Methodology that might be used for designing a system 
specific to the needs of an j given firm. 

There are some indications that the design of a system should be tailored to 


‘This chapter is prep ared by<g^deep Anand) Business Applications Analyst The 


68 


Strategic Resource Allocation Procedures 69 


the situational setting of the firm. The paper also discusses preliminary data on the 
impact of the situational setting of a firm on the design of a system for it. 


CONTEXT AND BACKGROUND 

Although the strategy of a firm is often stated in terms of a number of different 
elements, it is implemented through the allocation of resources. These allocation 
decisions are expressed in operating and capital budgets, the main tangible 
outputs of a firm’s strategic planning process. Capital investments tend to reflect 
major strategy decisions (implicit or explicit); operating budgets outline the 
follow-on use of resources required for the day-to-day execution of the business 
strategy. For the most part, the management of a firm has real options in deciding 
on the investments it makes. The operating budget then follows more or less 
directly from these choices. We shall focus on systems for making these investment 
decisions. 

We define investments in a broad sense to include all current expenditures 
that are not projected to give rise to profits until subsequent years. This includes 
not only capital expenditures required for the maintenance and expansion of the 
:urrent businesses of a firm but also expenditures required for the development 
and introduction to market of new products and businesses. We have excluded one 
:lass of investment, namely, very large acquisitions that are usually handled 
outside the normal planning and budgeting activities of the firm. They are 
infrequent occurrences in most firms and are often handled by the temporary 
Fomiadon of a small ad hoc group or by a specialized acquisition task force. 

Although most large firms today decentralize some of their decision making, 
the final choice of investment is still usually made at the corporate level of the firm. 
Decentralization results from the inability of a small group of managers to remain 
Familiar enough with the products and markets of a firm to manage it effectively. 
This decentralization is normally implemented through a divisional structure 
with at least three distinct hierarchical levels: corporate, divisional, and func- 
ional. Chandler 1 traces this development for a number of large firms. In a 
iecentralized organization, managers at the corporate level of the firm must be 
supported by information from, and the activities of, managers at other levels of 
he firm to make good investment decisions. A formal system is often used to 
Facilitate this interaction. 

In a wider context, good investment decisions are a key objective of the 
planning process of a firm. Vancil and Lorange 2 provide a useful framework for 
looking at this process. This framework, shown in Exhibit 5-1, gives an overview 
of the chronological order of planning activities in terms of three stages of 
identifying and narrowing a firm’s strategic options, called cycles, and three 
organization levels of the firm, corporate, divisional, and functional. We believe 
that the heart of the planning process lies in the choice of programs and projects by 
:orporate-level managers in Cycles 2 and 3. The remaining elements of the system 
shown should effectively support these decisions. These investment decisions also 




Source: Vancil and Lorange (1975) -------- best ones 
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provide the basis for the control system of a firm. This system should be designed to 
track many of the same variables used in making the investment decisions. 

Cycle 2 concerns the evaluation of broad programs. These programs are 
general strategies for a product line or business. These strategies are formulated as 
a description of the present and (projected) future characteristics of the business. 
Cycle 3 concerns the evaluation of investment projects. Many projects may be part 
of one overall program. For example, an oil company program may involve a 
retail gasoline marketing plan for the United States. Within this program, each 
gasoline station would be an individual project. Generally, it is difficult to separate 
the evaluation of a project from the evaluation of the program of which it is a part. 

It should be pointed out that corporate finance theory' suggests the use of 
some summary measure of discounted cash flow for the evaluation of projects. 
These measures are inappropriate for the evaluation of programs because data are 
often not available at a detailed enough level to make reasonable cash flow 
projections. 

Since the mid-1950s there has been a growing awareness of the severe 
limitations imposed upon rational decision making by human cognitive abilities. 
Simon 3 and March and Simon 4 suggest that decision makers do exhibit rational¬ 
ity, but only within the constraints of their perceptions of a decision problem. 
Typically, these constraints are quite narrow as compared with the complexities of 
managerial decision problems. This bounded rationality is often attributed to a 
psychological phenomenon that is labeled “cognitive strain.” This breakdown of 
a decision maker’s cognitive processes occurs when he or she is subjected to 
demands that exceed his or her information processing capacity. Taylor 5 summa¬ 
rizes the determinants of bounded rationality and suggests ways in which to open 
constraints imposed by cognitive limitations and increase the bounds of rational 
decision making and problem solving. One important technique fordoing this is 
to present the decision maker with information in a way that matches his or her 
own special background and experience. 

Specifically, a manager at the corporate level of a firm has usually developed 
a set of variables or yardsticks with which to differentiate among the investment 
programs being considered. A preference for an investment depends upon the 
manager’s evaluation of it along each of these variables and his or her weighting of 
the variables. The manager’s task in selecting among investments can be made 
easier if information is provided in terms of the variables that are important to him 
or her. Thus, the time and resources spent in different parts of an organization in 
developing the information required by corporate-level managers to evaluate 
investments should be focused on these key variables used by these managers. 
Some of the key variables may change over time, and a firm’s planning system 
should evolve to remain consistent with these. 

OUTLINE OF CGI SYSTEM 

The system used a CGI to evaluate new businesses first evaluates broad programs 
through a “constraint analysis.” If a program appears attractive, individual proj- 


EXHIBIT 5-2 

Logie Sequence of Constraint Analysis 


P 



eas within ii are evaluated using a “sensitivity analysis.” The first part of this 
section describes the constraint analysis and the latter part looks at project 

evaluation. 

The overall logic of the constraint analysis is shown in Exhibit 5-2. It is a 
■derision tree that asks three questions: 


1. Is this a good business for anyone to be in? 

-- K “ affirmative, is this a good business for CGI to be in? 

S. If the answers to L and 2. are yes. what is the best strategy for this business? 


fcaai at these questions has an expanded 


- i-— uiuuu M1UUU o-a 

S..OWS a 'score card" that uses these factors. Twelve factors are rated on 10-point 
soarts, giving a maximum score of 120.60 for “business attractiveness” and 60 for 
company fit. ’ Experience indicates that programs with scores of 80 or above have 
asuccKsrateofaboutSOpercent. Below /Opoints, the probability of success drops 
a^drv. Although all factors are shown as having equal weighting, low scores on 
some & t.,em can automatically disqualify a program, for example lack of Food 
an. Drug Acmtmstration approval. Menifield« discusses the twelve factors in 
detail They ane briefly described as follows. 


vusmes& Attractiveness Factors 

Sales and Profit Potential. A program achieves a rating of 10 if within five 
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Score Card for Expanded Constraint Analysis 

120 



Programs* 

A. Business attractiveness 12 3 

1. Sales and profit potential_ 

2 Growth rate, % per year- 

3. Competitive situation 

Competitor reactivity_ 

Activity index of technology_ 

Patent position - 

4. Risk distribution (segments)_ 

5. Opportunity to restructure 

an entire industry_ 

6. Special political and social 

factors 

Antitrust 

Ecology 

Energy 

Foreign exchange 
Geography 

Sovereign rights - 

Total ___ __ 


B. Company strengths'!" 

1. Capital requirements 
2 Marketing capabilities 

3. Manufacturing capabilities 

4. Technology base 

5. Raw material availability 

6. Skills availability 

Champion 
Technical, legal, 
financial, etc 


Total 


Programs* 

i 2 3 


•Each factor rated on a scale of 1 to 10. 
tFit factors. 


Growth rate. To achieve a score of 10, the expected growth rate should be at 
least 10 percent per year in unit volume or in sales adjusted for inflation. 

Competitor analysis. Key considerations here are (1) the ability of competi¬ 
tors to react. (2) the strength of the patent protection, and (3) the technological 
activity in the industry, that is, the possibility that new developments will obsolete 
current products in a short period. A maximum of four points is assigned to 1 and 
three points each to 2 and 3 for a total of ten points. 

Risk distribution. Ten points are assigned if at least four or five significant 
market segments are addressed by this program. This measures the potential 
negative impact of a significant new development by a competitor on the program 
or business. 
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Industry restructure opportunity. This factor can be illustrated by a case of 
significant technical development with strong patent protection in a technically 
stagnant industry that is fragmented among a number of small competitors but 
has an attractive total potential. An opportunity to "restructure” such an industry 
is particularly attractive because the need is already established. Ten points are 
assigned for a major restructuring opportunity. 

Special factors. Political, social, geographical, and broad economic in¬ 
fluences are considered. Included are government regulatory actions and subsidies. 
Five points are assigned if there are neither negative nor positive influences. Fewer 
are assigned if there are strong negative forces and more if these are positive. 


Company Strength Factors 

Capital requirements. In inflationary periods, capital-intensive businesses 
rardy make an adequate "real” return on investment. The point score declines 
with increasing capital intensity. This treed is moderated by the availability of 
capita! 10 the firm to fund adequately the requirements for the program. 

in-house marketing capability. If the program fits directly into a strong 

in-house marketing, distribution, and service capability, the probability of success 
is enhanced significantly. This marketing capability is evaluated relative to the 
competition. Ten points are assigned for a strong in-house capability and fewer 

points for a weaker situation. 


. In-house manufacturing capability. If production facilities exist in house, 
time to commercializarion is shortened and capital expenditures can be minimized 
until a high probability of commercial success is established and risks are reduced 
substantially. Ten points are assigned for an existing full-scale manufacturing 
capability requiring little modification. Five points are assigned for an "interim” 
manufacturing capability. 


strength of the technology base. The technology base of a firm in a 
product area spans five functions, which range from basic scientific support to 

«™l SUP r 3nd 1 CUSIOmer savia - Exhibit 5-4 assesses the technological 
strength in functional terms. For each function two points are assigned if the 

1 ff reqU 5 d aPPr0ximateS the of effort allocated. The 

amount of effort required at each level depends upon the position of the business 

inda " n bry °fi 1C b f neSS rCqUlres 3 t0tal effort 

and a greater percentage allocated to the new product development functions A 
declining business tends to require most of its effort in producrniaintttnancearea^ 

RaW . m f erial ava/ “*y- Important ways of assuring raw material availa- 

long-temi ^S^^P^h^Sy^^ns^s Wve^'mateTials 1 ^^^!^)^ 0 ^ 

ssigned according to raw material accessibility, with a maximum of ten points 


EXHIBIT 5-4 

Strength of the Technology Base 


% Effort % Effort 

Function Nature Allocated Needed Score 



tant is the availability of a manager who believes deeply in the program and 
persistently pushes it to completion. More potentially successful programs have 
probably failed for lack of a champion than for any other single reason. Availabil¬ 
ity of skills will vary for different programs and needs to be analyzed in terms of 
functions to be performed. For top-notch talent, ten points are assigned. 

Use of Constraint Analysis: An Example 

Use of this constraint analysis allows direct comparison of dissimilar oppor¬ 
tunities vying for limited resources. Also, weaknesses that show up in the con¬ 
straint analysis point out areas in which selective acquisitions, joint ventures, or 
licensing strategies may 4 ‘rescue” an otherwise attractive program or offer a 
low-risk method of entry into a new business area. 

An example of this is shown in Exhibit 5-5, in which company X developed 
a breakthrough in technology with exceptional business potential that could 
restructure two or three major industries—each with sales of $300 million and all 
of which were mature and badly fragmented among small competitors. Rapid 
penetration based on a solid proprietary position was envisaged. However, com¬ 
pany X, recognizing its weaknesses in capital availability and manufacturing and 
marketing, licensed the technology to company Y. This added capital availability 
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How Constraint Analysis Can Lead to Licensing Strategy 



A = Company (X) alone 
B - Company (X) + company (V) 
C = Company (X) + company (Y) 
+ company (Z) 


A Business value factors B. Company fit or 

Score strength factors 

1. Sales and profit potential 10 1. Capital needs 

2 Growth rate 10 2. Marketing 

3. Competitor analysis 8 3. Manufacturing 

4. Risk distribution 6 4 . Technology base 

5. Industry restructure 8 5. Raw materials 

6. Ecology, etc. _7 6. Management 


•Boxes indicate weaknesses requiring additional strength. 


DU* 10 10 
0 [I] 8 

0 0 7 

GO 6 6 

10 10 10 

0 _6 _8 

22 39 49 


and some technical and management strengths but little manufacturing and 
fag SSarttT A =°™p™y Z, marketing and tnanufacur- 

sSSmo thl'h 6 m, ° p,C,Urt 35 “ “ dusive in one 

segmentof the bustness on a very attractive basis for all parties. The probability of 

commercial success for the program was enhanced sn^iannal^tspa^ 

analysis is done ofeachoflhe ? PrOS T “ B ' ablished - » bailed Vandal 
Horsy and tfae™ ' T” ™“>“ «• This analysis simulates the cash 

shZle ™Z ^ SimU ' ad ° n 

simulation is shown in Appendix 5 1 _ "“ Jor . “ s " m P“ ons - The output of the 

project!^ ana ,^ PS ^ escr *hw«tndsely the^stunpho^critial t^thTsuixess of the 
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EXHIBIT 5-6 

Sample Sensitivity Analysis 



FACTORS FOR FIRMS OTHER THAN CGI 

As noted, most firms use some form of discounted cash flow analysis to evaluate 
investment projects. Thus the sensitivity analysis described in the previous section 
can probably be used with only minor modifications in other firms. The heart of 
the constraint analysis is the choice of the twelve factors. They reflect one manag¬ 
er’s view of factors that he has found important to the success of investment 
programs that encompass a wide variety of business areas. This “view of the 
world” is conditioned by his own past experience. Any system that is designed to 
support him in his own investment evaluation must provide him with data about 
the twelve factors that are important to him. Other managers may have a different 
“view of the world,” and a system to support them should provide data in terms of 
those factors that are important to them. 

These factors used by a manager to describe investment programs are part of 
his or her “conceptual structure.” An individual’s “conceptual structure” is what 
he or she uses to process and organize stimuli and informauon. Riesing 7 provides a 
good summary of the literature dealing with this subject. An individual uses his or 
her conceptual or cogniuve structure to organize and differentiate his or her 
perceptions, so that it determines what information will be perceived, how it will 
be related to various other pieces of information, how judgments are formed, and 
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how problems are solved. This conceptual structure is the individual’s "model” of 
the world. An individual’s conceptual structure has many facets, each he' * 
associated with a particular domain. Thus, for example, the part ol an individual 
structure used to evaluate his or her subordinates may Ire quite different from th > 
facet used to think about his or her social acquaintances. We tire interested in how 
managers at the corporate level of a firm evaluate investments and would likJto 
describe the part of their conceptual structure associated with the domain' 
investments. 01 

As was pointed out by Riesing,* a cognitive structure is hierarchical At the 
lowest level, the part of a structure associated with a domain is a conceptual space 
defined by a set of attributes that allows an individual to differentiate various 
objects or stimuli from the domain. This conceptual space can be spanned by a set 
of independent attributes” called dimensions. The rank of the space is the 
number of such dimensions required to span it. Generally, there is overlao 
between the attributes defining the conceptual space. Hence, the number of 
dimensions required to span it is less than the number of attributes. Thus the 
onceptual space can be described more parsimoniously in terms of the dimen 
sions thanof the attributes. However, it is often difficult toobtain these dimensions' 

ih e “£lap i,:r^‘ nfe,Ted,hrOUgh informa “»"theanribmesand 

manager is required for the design of the svstem COgmtlve stru «ure of only one 
However, this “common” structure mav rh ° SUpiX>rt investmmt evaluation, 

evolve to reflect this change. Y OVer tlme ’ and the system should 

paradigm: diXUSS ‘ 0 ’‘ °‘ =“> >* 'o"»^ed i nt o d* following 


P J 

where P- 
% 

n 


* * * ^ *jb * *.) 

= the manager's perception for the ;th investment 
" ^7^* Per “ P,i ° n °* ,he »' -«■«/ on dimen- 




Within this framework, the following 


are some commonly used terms: 
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Attributes: Adjectival scales or constructs used by the manager to describe invest¬ 
ments. If these attributes are not independent, the space defined by them can be 
described more parsimoniously by a set of independent dimensions. 

Semantic structure: The number and definition (or labeling) of the independent 
dimensions derived from the attributes. These are the 

Perceptual structure: The positions of the investments on the dimensions of the 
semandc structure. These are the a jk . 

Preference function: The form of the relationship between the manager’s perceptual 
structure and his or her preference. This is the /(* * *). 

In general, the cognitive structure of managers may differ in the attributes, 
semantic structures, perceptual structures, and preference functions. Appendix 5-2 
shows the attributes used by the managers at the corporate level of thirteen 
different firms. The attributes are combined heuristically into broad groupings 
and the data are summarized in Exhibit 5-7. This illustrates the real differences in 
the attributes and dimensions used across firms. Our main thesis is that the 
resource allocation process should aid the managers at the corporate level of the 
firm in making better investment decisions. This can be done by providing 
information about investments to the manager in terms of the key variables that 
are important to him or her. Because these key variables differ across firms, to 
design better systems we need to obtain the semantic structure of the manager and 
the attributes that are markers for the dimensions of this structure. 

EXHIBIT 5-7 


Groups of Attributes Looked at by Managers 

in Sample Firms 










Firms 







Attribute Groups 

1 

2 

3 

4 

5 

6 

7 

8 

9 

w 

ii 

12 

13 

Project profitability 

y 

y 

y 

y 

y 

y 

y 

y 

y 

y 

y 

y* 

y 

Project risk 


y 


y 


y 

y 


y 





Size of market 

y 

y 

y 

y 

y 

y 

y 

y 

y 

y 

y 

y 

y 

Product strength in market 

y 

y 

y 

y 

y 

y 

y 

y 

y 

y 

y 

y 

y 

Market situation (competition) 


y 

y 

y 

y 

y 

y 

y 

y 



y 

y 

Manager and business track 
record 

y 

y 

y 

y 

y 



y 

y 


y 

y 

y 

Management knowledge of 
business 







y 

y 


y 


y 


Marketing strength 


y 

y 

y 




y 




y 


Production strength 

y 

y 

y 

y 

y 

y 




y 


y 


Program risk 

Government control 

y 

y 


y 




y 

y 

y 


y 

y 

Miscellaneous 


y 








y 


y 



*Not actually used by manager. 




METHODS FOR OBTAINING SEMANTIC STRUCTURES 


In the previous section, it was indicated that the dimension used for the system to 
support investment evaluation in a firm should be based upon the semantic 
structure of its managers. In this section we look at how this semantic structure is 

obtained. 

The twelve factors used in the CGI system describe Merrifield’s semantic 
structure. The steps he used to obtain these factors are briefly as follows: 

1. An initial list of attributes was developed from a number of different sources. 

2. This list was refined by trying to determine the reasons why specific investments 
with which he had been involved in the past had succeeded or failed. 

3. The factors ’ ware obtained by heuristically grouping attributes based upon the 
similarities of their meaning. 

4. The factors were tested by rating a number of investments with which he was 
familiar on the factors and trying to explain the success of the investments based 
upon these ratings. 


A similar procedure can be followed by managers at the corporate level of 
other firms if they are highly analytical and are willing to spend the time. If a 
manager invests the time in this approach, he or she is likely to be highly 
committed to the resulting system. Often, managers at the corporate level of firms 
je not willing to commit the time required and would rather have their planner 
design the system. The designer then needs a methodology for efficiently obtaining 
t e semanuc structure of the manager while having access to only short spells of 
the manager s time. Anand» has synthesized such a methodology and has used it 
successfu ly with managers in a number of different firms. The following is a brief 
oudme of the steps m the methodology: 

L tJ: Sl -° f atD ^utes used by the manager is obtained. This is done through an 
interview withi the manager and a study of the firm’s old investment reports The 


k 1S “ aSk * e mana S er to an investment 

3 ' ‘"i* “ w “ » “P '« =*■ Obtained in 

each labeled scale each lnvestment Gained in step 2 on 

4. The manager is also asked to rate each investment on a preference scale 

for iniestntencATthelrtungs preferences 

Both methods described are quite similar Tnd^;^- 

«ne cognation of the iwo tneiho* would 



EXHIBIT 5-8 

Attributes and Dimensions for One Firm 


Attributes 

1. Market size 
2 Market growth 

3. Market share 

4. Market share change 

5. Ability to provide 

base for future growth 

6. Promotion effectiveness 

7. Distribution strength 

a Life-cycle lags in 

international markets 

9. Return on investment 

10. Variable profit margin 

11. Divisional profitability 
12 Payback 

13. Risk 

14. Brand loyalty 

15. Quality-price ratio 
ia Effect on other products 
17. Management familiarity 

with product line 

♦Showed no power of discrimination among investments. 

Once the important dimensions have been identified, they can be used to “put 
together” a system similar to the one described in the third section of this chapter. 
The following are some desirable features that a system should incorporate: 

1. It is difficult for a person to deal with more than three or four key variables 
simultaneously. As the number of variables used increases, some logical way to 
group them should be found. The combining of attributes into dimensions is the 
first step in this direction. It may be desirable to further group dimensions (an 
example is the grouping of factors into business attractiveness and fit factors in the 
CGI system). 

2. The factors used should have functional significance. They should suggest strate¬ 
gies for improving the chances of success for the programs evaluated. 

3. The factors used should be quantifiable so that a “scoring” method can be used for 
comparing dissimilar programs. 

IMPACT OF SITUATIONAL SETTING ON DIMENSIONS 

The thrust of the foregoing has been that a system to support the evaluation of 
investment programs by corporate-level managers in a firm should be designed 
around the dimensions that are important to these managers. Further, these 
dimensions may vary from firm to firm. There are indications that these dimen- 


Dimensions 
Market potential 

Product strength in market 

Strength of marketing organization 

Profit potential, international 
movement of assets 

♦Profitability-risk trade-off 
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sions are strongly influenced by the situational setting of the firm in which a 
manager works. 

Anand 12 looked at a cross-section of firms and found that the number of 
dimensions in a manager’s semantic structure increases with increases in the 
uncertainty in his or her firm’s environment. Merrifield has also increased the 
number of factors he would like to use as the uncertainty of his environment has 
increased over time. Thus, a system for a firm in an uncertain environment would 
require more dimensions than one for a firm in a stable environment. 

A key element in the design of a planning system is the tightness of the 
linkage between long-range planning and budgeting. In the terminology used 
here, this is the linkage between the evaluation of programs and the evaluation of 
projects. Anand 13 found evidence that managers in diversified firms found it 
difficult to make judgments about the impact of the characteristics of a program on 
the profitability of projects that are a part of it. In relatively homogeneous firms, 
corporate-level managers seem to have a deep enough understanding of the firm’s 
businesses to make these judgments. Thus, the planning system for a diversified 
firm should have a much tighter linkage between program and project evaluation 
than is required in a homogeneous firm. Shank et al. 14 outline ways to impact this 
linkage. 

In using the system described in the foregoing material, we have found that 
all investment programs in CGI’s traditional businesses score equally high on the 
six “fit factors.” Thus, these fit factors do not discriminate among such invest¬ 
ments, and they do not provide any useful information for the evaluation of such 
investments. A firm whose managers plan to keep making investments only in the 
tradidonal businesses of the firm will probably not need any dimensions that 
measure the firm’s strengths in the business area of the investment. 

The impact of three situadonal variables has been crudely described. Further 
work is required to refine the description of the effects of these variables. There are 
undoubtedly other situational variables that are important, and, over time, data 
will accumulate on their effects on the dimensions that should be used for system 
design. It is hoped that a time will come when it will be possible to design a 
successful system to support investment evaluation in a firm based upon a descrip¬ 
tion of its situational setting. 


SUMMARY 

The heart of the resource allocation process in the selecuon of investments to be 
made by a firm and the process should support the managers at the corporate level 
of a firm in making these investment decisions. It can do this by providing data 
about investments focused around key variables that are important to them. Thus, 
any system should be designed around the semanuc structures of the managers 
whose decisions it seeks to support. 
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Total Indirect Costs 0.32 

Total Costs 1.29 


APPENDIX 5-2 ATTRIBUTES OBTAINED FOR A SAMPLE OF FIRMS 



APPENDIX 5-2 (cont) 



Miscellaneous 
Effect of program on 

firm's image si 

Effect on firm's 

portfolio balance \t 

Long-term strategic 

importance of program si 

Effect on logistic balance / 

Lag in life cycle across 

international markets si 


m 


APPENDIX 5-3 SAMPLE OF ROLES FOR OBTAINING LIST OF INVESTMENTS 


L An investment that you liked but was not undertaken by the firm. 

2. An investment that you did not like but was undertaken by the firm. 

3 . An investment required to increase output of a product your firm was already 
producing. 

4. An investment required to take your firm into a new business area. 

5. An investment required to take advantage of market opportunities. 

6. An investment required to improve the quality of one of your firm’s products. 

7. An investment required to reduce product costs. 

S. An investment that was forced upon the firm by the actions of competitors. 

8. An investment that was forced upon the firm by changing economic conditions. 

18. An investment whose outcome was very uncertain at the time of evaluation. 

11. An investment whose outcome was almost certain at the time of evaluation. 

12. An investment with a long payback period. 

13. An investment with a short payoff time. 

14. An investment whose success depended upon factors within the firm’s control. 

15. An investment whose success depended upon factors to a large extent outside the 
firm's control. 

Id. An investment that had many intangible and nonquantifiable benefits. 

17 . An investment that promised to have a great strategic impact upon the firm. 

IS. Am investment that was undertaken without considering all the relevant factors. 

19. An investment that would have been accepted but for funds shortage. 

211 An investment whose evaluation caused disagreement among different people in 

the firm. 




9 /- n3 


6 

Effective Strategic Planning and 
the Role of Organization Design 

" ~''\ s 


INTRODUCTION 

The first section of this chapter* is a conceptual and definitional overview that 
introduces the concept of strategy as including both the organization's scope or 
domain and its “distinctive competencies” and pattern of resources. Similarly, 
strategic planning is viewed as a process that serves to aid in decisions not only of 
scope but also of allocation of scarce resources and other internal organization 
issues such as integration of strengths. This first section also introduces “organiza¬ 
tion design” as a decision process to bring about a coherence between the goals or 
purposes for which the organization exists. 

In the second section, emphasis is placed on the fact that organization design 
is an important influence not only on strategy implementation but also on 
strategy formulation, selection, and adaptation to the environment. Some theoret¬ 
ical and empirical evidence is presented that illustrates the importance of the firm’s 
existing organization design in strategic planning. Included here is a discussion of 
the political nature of the planning process and an illustration of the factors 
associated with the success and failure of the planning system. These factors are 
seen to be primarily organizational. 

The first two sections, then, deal with the concepts of strategic planning and 

- 

L *This chapter is prepared 

Gal braith) The Wharton School, Univershy of Pennsyl V ania. 
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organization design in a universalistic and generalized manner. The third section 
focuses on the contingency approach to the design of the planning process. 
Although the contingency literature is as yet relatively unrefined and untested, it 
provides us with some indication of the important variables and lends support to 
the theory that the planning process needs to be designed to meet the needs of the 
particular organization. 

The main variable and interaction thereof are put into greater perspective in 
the final section in which some case examples are presented. These cases include 
firms with the new type of planning organizations, namely, the SBU (strategic 
business unit) system. The examples serve to integrate the concepts discussed in 
the previous sections while emphasizing the contingency concept. It becomes 
parucularly apparent that strategic planning and organization design are com¬ 
plementary and interdependent mechanisms for dealing with the strategic situa¬ 
tion of the firm. 

In the final section, we present a contingency model that is, in actuality, a 
typological framework linking together some of the most important contextual 
variables with structural and planning process responses. It is hypothesized that 
planning organizations are created and place emphasis on various factors. The 
emphasis will depend upon the fit or, more appropriately, on the lack of fit 
between the strategic situation and organization structure. In other words, plan¬ 
ning processes, as well as other information and decision mechanisms, act as 
intervening variables between the strategic situation and operating structure and 
serve to moderate the effects of an operating structure that cannot stand alone in 
dealing with the complexity and diversity of the environment. 

CONCEPTUAL AND DEFINITIONAL OVERVIEW 
Strategy 

Strategy, strategic planning, and the strategy formulation process have been 
defined in various ways in the academic literature. Hence, we begin by defining 
these concepts, in terms of goals, purposes, and components, before developing 
our framework. 

A useful and current definition that we shall employ is that of Hofer and i 
Schendel, who define strategy as the 1 ‘‘fundamental pattern of present and planned j 

resource deployments and environmental interactions that indicate how the or- | 
ganization will achieve its objectives.” They further suggest that 2 “A critical aspect 
of top management’s work today involves matchingorganizational competencies 
with the opportunities and risks created by environmental change in ways that 
will be both effective and efficient over the time such resources will be deployed. 

The basic characteristics of the match an organization achieves with its environ¬ 
ment is called its strategy.” 

This definition of strategy conspicuously and explicitly includes the organi- 
zauon design. Hofer and Schendel state that they have included the organization 
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components in their definition of strategy because “it is clear that no actions or 
goal achievements can take place unless some basic skills are created and resources 
obtained and deployed in ways that cannot be duplicated easily by others.” 
Further, citing Hofer in 1973, they state that these organization variables may be 
more important than scope (domain): 3 “He found that when confronted with a 
major strategic challenge, the most successful firms were: first, those that changed 
both their scope and their distinctive competences; second, those that changed 
only their distinctive competences; and third, those that changed only the scope of 
their operations. The least successful were those that changed none of these.” As 
Normann states; 4 “We want a concept which includes not only ideas about the 
market and the role of the company in the external environment (i.e., what is to be 
dominated), but also what is to be done to transform these ideas into concrete 
arrangements. It is not enough to say we are in the transportation business; there is 
no business idea until a formula for “earning money in the transport business” has 
been found, and until a formula has been translated into organizational and other 
arrangements.” This broad concept of strategy, encompassing the organization’s 
pattern of resources, its scope, domain or product-market strategy, and the interac¬ 
tions thereof, corresponds to our notion of strategic planning. 

Strategic Planning 

A predominant view of strategic planning 5 is that of a continuous, analyti¬ 
cal, comprehensive process that encompasses both the formulation and imple¬ 
mentation of strategy. Lorange states that 6 “the widely accepted theory of corpo¬ 
rate strategic planning is simple: using a time horizon of several years, top 
management reassesses its current strategy by looking for opportunities and 
threats in the environment and by analyzing the company’s resources to Identify its 
strengths and weaknesses. Management may draw up several alternative strategic 
scenarios and appraise them against the long term objective of the organization. 
To begin implementing the selected strategy (or continue a revalidated one), 
management fleshes it out in terms of the actions to be taken in the near future.” 

Further, Lorange proposes that strategic planning has two principal pur¬ 
poses for an organization. 7 “First, it serves as the link between the organization and 
its environment, ensuring that the firm’s outputs and its activities are consistent 
with the external milieu in which the enterprise operates. The second purpose is 
that of integration, through which the organization helps to ensure that those 
activities necessary for establishing and achieving goals are undertaken in a 
coordinated manner.” 

Organization Design 

Organization design is conceived to be a decision process to bring about a 
coherence between the goals or purposes for which the organization exists, the 
pattern of division of labor and interunit coordination and the people who will do 
the work. The notion of strategic choice suggests that these are choices of goals 
and purposes, choices of processes for integrating individuals into the organiza- 
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tion; and finally a choice as to whether goals, organizations, individuals, or some 
combination of them should be changed in order to adapt to changes in the 

environment 8 

Based upon research of a range of organizational variables, a conceptual 
framework, shown in Exhibit 6-1, was developed by Galbraith. This framework 
outlines five areas of choice: task, structure, information and decision processes, 
reward systems, and people. Top management has the ability to vary and control 

each element to some degree. 

We have introduced the concept of strategy as including both the organiza¬ 
tion scope or domain and its distinctive competencies and pattern of resources. 
Similarly, strategic planning is viewed as a process that serves to aid in decisions 
not only of scope but also of allocation of scarce resources, the adaptation to 
opportunities and threats, the integration of strengths and choosing appropriate 
options, and the organization’s learning about itself. 


EFFECTIVE STRATEGIC PLANNING AND THE ROLE OF 
ORGANIZATION DESIGN 

li is the opinion of the authors that, although progress has been made toward 
recognizing organization design as an important variable, its role in determining 
the design of the strategy’ formulation or planning process, in influencing the 
selection of a particular strategy, and in coping with environmental contingen- 
des and diversity is still largely overlooked and misunderstood. Instead, it tends to 
be emphasized mostly as the critical operational link for purposes of strategy 
implementation. This limited recognition of the role of organization design in 
effective strategic planning is responsible for many failures of strategic planning 
processes, particularly when planning is viewed as a rational and analytic process 
rather than as a political and behavioral one. 

Steiner’s widely referenced study of the pitfalls encountered in the design of 
formal planning systems highlights a prevailing view that planning can some¬ 
how be conceptually and operationally separated from the organization’s ongoing 
structure and process, s (See 'Chapter 3. ) These findings suggest strongly that formal 
planning, at.the firms surveyed, was not integrated adequately with those firms’ 
reward and information systems. Managers were neither involved fully in the 
formulation of strategy nor briefed fully on the nature of final long-run plans. 
Further, decision processes outside the formal planning system were commonly 
elected. In sum, the pitfalls can be attributed to a limited recognition of the role of 
organizational structure and process in strategic planning. 

Recent research Indicates that the existing organization design of a firm can 
heavily influence the strategic planning process as. well as the determination of 
specific strategies. Because the current structure and process of the firm reflects a 
specific power balance, strategy formulation and selection becomes essentially a 




political interaction among coalitions. In addition, the organization design pro¬ 
cess and variables determine the design of the strategic planning process itself. 
Finally, the organization, including both structure and process, must be designed 
to “fit” the product-market strategy or scope. 
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Strategy Formulation as a Social and Political Process: 

The Influence of the Existing Organization Design 

A mounting body of theory' and empirical evidence suggests the importance 
of the firm’s existing organizational design in strategy formulation. We will focus 
here on summarizing some of these findings as well as on discussing the political 
nature of the strategy formulation process. It will be shown the factors associated 
with success and failure of the planning system are primarily organizationally 
determined . 10 


The classical view of the role of organization design in strategic planning is 
that, after reviewing the company's situation, management designs strategies and 
then maneuvers the structure to fit, thereby making possible the realization of the 
strategies. In reality, however, the process is far more complicated than this. For 
instance, the company’s power structure has considerable influence on the ideas 
that areable to catch on and vice versa. The organizational structure—in the shape 
of routines, resources, channels of communication, etc—is also in many ways a 
determinant of which ideas and notions can take shape at all. 

Recently, a stream of research has appeared which suggests that effective 
long-range planning should be viewed as a strategic decision making process, 
involving the line managers of the organization, and reflecting the fact that a 
relatively large number of managers will be involved in it; thus, the process more 
dosely resembles behavioral/political modes of organization decision making 
than rational/analytical ones. 11 


Cyertand March s Behavioral Theory of the Firm , 12 which predates much of 
the strategic planning literature, was one of the first statements of this position. 
According to the behavioral model, the dominant coalition establishes the goals of 
the enterprise through bargaining. The formation and composition of the coali¬ 
tions, as well as this bargaining process are a direct reflection of the established 
structure and processes of the firm. This was reinforced by Cohen and Cyert . 13 


• ne nature of the strategic search process in organizations often prevents an 
objective evaluation of proposed actions. When a potential action is advocated by 
a coataon member, he thereby becomes identified with the action. When this 
identification becomes dose, the coalition member may view the ultimate adop¬ 
tion or rejection of the proposed action as a measure of his personal power 
T*" the coa ' ition - The strategic planning process would be far more 

TvS! k he PrOP T aCt ‘°!l s could ** divorced from individual sponsorship. 
Typically, however, this is difficult to accomplish because proposed strategic 

ar h 6 bf ° U ! the attention of the c °alition through a chain of successive 
" w ° r * aniz f ons - ,n this chai "> each manager in the hierarchy 

andT™ C ?? v,n 5 e u h,s,mmediate "P"** of the merits of the proposed action 
and sponsorship of the proposal passes upward with acceptance. 

_ n , JJ®. d ' ffiCU J ty ° f the coa,ition ' s making an objective evaluation of the pro- 
posed actions is further complicated by the loss of information as proposals fil e 
upward through the organizational hierarchy. So many details ^ncerninJ nr^ 
posals are eliminated in "the selling process" that it becomes virtually impossible for 
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coalition members to analyze interaction effects even if they so desired. Thus* each 
coalition member sponsoring a proposal becomes an “uncertainty absorber” with 
respect to the proposed actions that he advocates. This situation effectively forces 
the coalition into the necessity of making personal judgments concerning the 
competence of its members in the guise of selecting a strategic plan. In order to 
minimize personal conflict among coalition members, the coalition frequently 
adopts rules of thumb to allocate strategic resources among organizational subu¬ 
nits in some objective but nonoptimal manner, for example, budgeting research 
and development expenditures in proportion to sales and authorizing automatic 
reinvestment of depreciation charges. 

Given this view of coalition-based decision making, it can be seen that the 
strategic search process depends heavily upon the existing organization design: 
the distribution of power and the shape of the firm (structure), the competence and 
type of personnel (people), and the quality and availability of information for 
decision making (information and decision processes). 

Subsequent research in this area attempted to operauonalize the behavioral 
model. Bower, Berg, and Carter each invesdgated decision-making processes for 
investment or acquisition decision . 14 These studies, although based predomi¬ 
nantly on case studies, demonstrate some of the effects of the current structure and 
design of the organization in decision making. 

Carter’s findings point to a polidcal and social coalidon-based decision¬ 
making process within the firm . 15 Some of his hypotheses, representadve of those 
of other authors studying this topic, were that “projects with the best chance of 
acceptance get proposed; projects with the least chance of acceptance get held back; 
staff will attempt to provide the specific data perceived as desired by top manage¬ 
ment; and, the acceptance-gaining effort of an individual or a department is 
determined by the importance of the decision to the individual or group, the 
probability of gaining approval, and the accuracy 7 of suppordng evidence.” 

These hypotheses of Carter and the behavioral model underscore the neces¬ 
sity of integrating strategic planning with organization design. First, and most 
broadly, they suggest that organization decision processes generally and strategy 
formulation specifically are affected by the existing organization design—-the 
existing structure and processes. That is, through coalitions and political behav¬ 
ior, individuals attempt to protect or better their own position. In organizational 
terms, the existing organization design attempts to perpetuate itself. 

More specifically, strategy formulation is essentially a decision-making pro¬ 
cess. In our view, the firm’s information and decision processes are a key variable of 
organization design. Further, studies such as Carter s indicate that all the other 
organization design variables discussed here influence the final decisions. The 
project proposals submitted for consideration reflect the existing distribution of 
power. The associated information generated by staff and examined by manage¬ 
ment for project appraisal and evaluation and the final decision reflect the individ¬ 
uals’ competence and style and the reward systems. The nature of the task will 
determine the relative dominance of specific functions. Finally, the effort generated 
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by individuals or groups seems to be determined by individual and group motiva¬ 
tion that are refected by task and rewards. In this way, the existing organization 
design can be seen to play a significant role in strategic planning by its effect on 
strategy formulation and the final selecdon of specific strategies. 

Fitting the Organization to the Product-Market Strategy: 

The Influence of Organization Design on Strategy 

Implementation 

As stated, organization design is conceived to be a decision process to bring 
about a coherence among the goals or purposes for which the organization exists, 
the pattern of division of labor and interunit coordination, and the people who 
will do the work. 16 'It is at once apparent that the accomplishment of strategic 
purpose requires organization. If a consciously formulated strategy is to be effec¬ 
tive, organizational development should be planned rather than left to evolve for 
itself.” 

Once the organization scope has been defined, the organization design 
process can be seen as the link to operational plans and implementation. Accord¬ 
ing to Exhibit 6-1, the critical variables of organization design are task, structure, 
infor ma tion and decision processes, reward systems, and people. All these vari¬ 
ables must constitute an internally consistent organizational form as well as attain 
the appropriate “fit” or congruence with the firm’s strategy. In other words, in 
organizations, every thing is connected to everything else. 

The notion of “fit,” based upon the research of Lorsch, Scott, Leavitt, 
Khanchvalla, and Child, is elaborated in Galbraith and Nathanson. 17 

The product-market strategy chosen by the firm determines to a large extent 
the task diversity and uncertainty with which the organization must cope. The 
organization must then match the people with task through selection, recruit¬ 
ment, and training and development practices. The people must also match the 
structure. The structure, also chosen to fit the task, is specified by choices of the 
division of labor (amount of role differentiation), the departmental structure, the 
shape (number of levels, spans of control), and the distribution of power (both 
horizontal and vertical). Across the structure, processes are overlaid to allocate 
resources and coordinate activities not handled by the departmental structure. 
These information and decision processes are planning and control systems, 
budgeting processes, integration mechanisms, and performance measurements. 
And finally, the reward system must be matched with the task and structure 
through choices of compensation practices, career paths, leader behavior, and the 
design of work. In total, ail these choices must create an internal consistent design. 
If one of the practices is changed, the other dimensions must be altered to 
maintain fit Similarly, if the strategy is changed, then all the dimensions may need 
to be altered so that the form of organization remains consistent with the product- 
market strategy. 
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Therefore, we are developing the notion that strategic planning and organi¬ 
zation design, although separated for conceptual purposes, are interrelated com¬ 
pletely and must be considered, in some sense, part of the larger “strategic 
management process.” 


A CONTINGENCY APPROACH TO THE DESIGN 
OF PLANNING PROCESSES 

As with so many other aspects of organizational design, there seems to be no one 
best way to structure the strategic planning process. 18 The earliest research on 
strategic planning clearly implied that "there is no single organizational planning 

pattern that fits all companies.” 19 

Steiner suggested this notion by identifying types of planning organizations 
that ranged from no formal planning at all, with planning done by each executive 
individually and informally, to having a planning executive and staff at both the 
headquarters and the major divisions. 

The explicit development of broader organization design contingency theor¬ 
ies by Child, 20 and Lawrence and Lorsch, 21 in particular have influenced theories 
of the design of specific organization processes as well. Research by Wrapp, 
Warren, Ringbakk, Litschert, Miller, Lorange, Schendel, and others 22 have firmly 
established a contingency-based approach for the design of planning processes. 
These authors have identified, and in some cases tested, the influence of a range of 
factors and variables on the design and performance of planning processes. 

Rather than review the specific theories and findings of many of these 
authors (as has been done elsewhere—see Hofer, Lorange), 23 we will attempt to 
summarize several representative studies before structuring our own contingency 
model. 

Litschert examined the influence that industry, technology, organizational 
size, structure, and planning experience might have on planning group structure 
in twenty-seven firms in the electronics, chemical, oil refining, and heat and power 
utility industries. 24 Litschert found “that planning groups are normally responsi¬ 
ble directly to the chief executive, have relatively few personnel, exist at both 
corporate and division levels, and use full-time staff planners.” He further con¬ 
cluded that “the degree of organization structure, the nature of subunits, the use of 
special coordinating mechanisms, supplemental communication links, and ven¬ 
ture teams are now also important structural characteristics.” 

Litschert’s study also uncovered some interesting contingency-related 
findings: 23 


First, it appears that technology has an impact on the structure of planning 
groups. Groups operating in environments characterized by rapid technological 
change were less structured—i.e., were not differentiated into formal subunits— 
than those operating in more stable technological environments. 
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Second* group differentiated into subunits were in all cases functionally 

oriented. 

Third, the character of company departmentalization seemed to influence 
organization for long range planning as exemplified by variations discovered in 
groups found in companies organized on a product, functional or major market 

bask 

Finally, the study at least Implied that the amount of experience with both 
long range planning and organization for this activity further contributed to the 
character of planning organization. 


In a more recent study, Lorange concluded that 26 “it seems as if a contin¬ 
gency based approach toward the design of formal planning systems is necessary in 
order to achieve more effective systems. Thus, one probably should not expect to 
arrive at a general theory' of planning systems design.” 

One of the earliest discussants of contingency based designs, Lorange further 
outlined Ms contingency views by identifying the institutional factors important 
for assessing a firm’s planning system needs, to include demographic factors such 
as size and maturity of the planning system, the strategic posture as determined by 
the di\ ersity of the portfolio and the nature of the product-market setting, and the 
maiMgement style or the perceived need for planning. 

Lorange also links these contingency factors to a specific and appropriate 
design by presenting sev eral system design factors. Such factors include 27 

L top-down versus bottom-up 

2. relative emphasis on longer-term objectives setting versus near-term action 

programs 

3. element linking devices of the planning process: timing, plan content, organiza¬ 
tional linkages 

4. role erf the corporate planner as well as other staff and line executives in the 

planning process 


In a much more detailed presentation, Schendei “developed design parame¬ 
ters for a strategic planning system and the factors or variables which influence 
these parameters.”?* Schendei proposes that “it is the relationship between plan- 
nrng components, as defined by the design parameters, and organizational and 
environmental characteristics, that must be understood if a workable strategic 
planning process is to be developed.” Propositions or working hypotheses that 

m F a ° rS T” generated 1116 variab1 ^ were identified as shown 

outing working hypotheses regarding the design of the planning p^s. 

components, desi^^net^, an^enXnmen J v^fblef 


EXHIBIT 6-2 


Characteristics, Parameters, and Basic Planning Components 



consideration, and that far more testing and refinement is needed. He emphasized 
this point, with the following statement. 29 

Admittedly, however, nothing more than a few rudiments of a contingency 
based approach of formal planning systems design seems yet to have emerged. 
Largely, this is what one would expect; it is a formidable research task to explore 
relatively exhaustive sets of situational and design variables in various types of 
settings. Even more monumental is the task of increasing our understanding about 
the specific nature of the interrelationship among the variables. Thus, our present 
findings should be considered a new start-up. 

In sum, the literature indicates some of the contingency variables and 
provides us with only a loose theoretical framework that needs refinement and 
testing. 

In the next section we present some brief cases that will both illustrate the 
interaction among the many variables discussed thus far and serve to introduce our 
contingency framework. 

The cases represent recent developments in planning organizations, namely, 
the strategic business unit (SBU) concept. This new planning organization, often 
distinct from the operating organization, clarifies some issues and helps us to 
explain our conceptual framework. That is, from the literature reviewed thus far 
and the cases to be presented, we believe that the planning process needs to be 
designed to meet the needs of the particular organization. The importance of the 
planning process to the particular organization will vary depending upon 

1. Size. 

2. Product-market strategy, scope or domain—that is, the diversity or relatedness of 
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the products being manufactured and sold by the organization in terms of product 
diversity, market diversity and/or geographic diversity. 

S. Crucial contingencies—here we are talking about the pressure points, that is, the 
most crucial aspects of the environment for the particular organization in terms of 

survival and success. 

4. Technology—the level of scientific spedalizadon needed. 

5. The rate of change and the predictability of that change in the preceding four 
areas. 

6. The degree to which the traditional operating structure and associated processes 
can cope with the strategic situation of the firm, that is, with the five areas 
outlined. This represents our major thesis. Organization structure is seen to be 
effective if it fits with the variable areas discussed. Associated processes help to 
ensure this fit. Included in the associated processes category is the planning 
process. However, the most recent response to today’s complex environment is the 
planning organization. This response is a result of the inability of the organiza¬ 
tion structure and its processes to effectively handle the diversity, and so on, in the 
environment. In this way, the planning process and organization design are seen 
to be complementary and interactive mechanisms for coping with the strategic 
situation. 


NEW PLANNING ORGANIZATIONS: CASE EXAMPLES 

Recent developments within organizations have highlighted the fact that plan¬ 
ning processes can be used as a response to diversity. Planning processes and 
planning organizations, distinctly different from the organization for execution, 
have taken form and are generally referred to as strategic business units, after the 
GE organization. 

A recent study by Allen shows that the adoption of sophisticated planning, 
reward, and evaluation systems are the latest organizational innovations being 

created and adopted by American enterprise. 30 Using a sample of forty American 
corporations, Allen followed changes in structure and process from 1970 to 1974. 
He found little change in structure, but extensive changes are probably attributa¬ 
ble to the adoption of some form of the SBU structure. 

Therefore, as has been indicated and will be shown, the planning organiza¬ 
tion is an alternative mechanism for coping with diversity and is simultaneously 
interdependent with the organization’s structure. To explain this new planning 
organization, we will describe the OST (objectives, strategies, and tactics) system 
used at Texas Instruments (TI). Then, other variations will be described. The 
following section is adapted from Galbraith and Nathanson. 31 

The OST System and Texas Instruments 

The objectives, strategies, and tactics system at TI is one of the oldest of the 
new generation of planning systems. It was started in 1962 and was felt to be fully 
operational in 1967. Until that time, TI operated as did most United States 
enterprises with the standard divisionalized structure shown in Exhibit 6-3. This 
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Standard Divisionalized Structure 



structure was successful in generating TFs growth by decentralizing the short-run 
operations to Product/Customer Centers (PCCs). These units were $1- to ISO- 
million businesses and were the basic profit centers. Long-range activity was 
concentrated in the top management, with the group and division managers 
serving as translators. In the early 1960s, however, a shaking out of the semicon¬ 
ductor industry and the loss of some government contracts caused a reexaminadon 
of the TI structure and process. 

Several problems were found. Typical problems inherent in a divisionalized 
organization structure began to surface. The PCCs or divisions tended to duplicate 
expensive specialist resources with little sharing. 

Each PPC was operating for its own benefit. Although this focused short-run 
thinking was a strength, it was also a liability. It generated small thinking in that 
new product ideas were keyed to existing capabilities or to incremental expan¬ 
sions. There was no way to call upon the resources of the entire corporation when 
several PCCs were operating in Europe or in the same market. There was interde¬ 
pendence across the PCCs for many long-range programs. The OST system was 
created to tap this source of interdependence by focusing on the strategic long- 
range goals of the company. Hence, the creation of such a planning system 
represented both a response or reaction to environmental diversity relatedness and 
an integration and realignment of the organization’s internal resources to create a 
“fit” among structure, process, and product-market strategy. Notice also that the 
decline in economic performance needed to stimulate such a move toward a better 
"fit” 

The OST system was created to supplement, not replace, the PCC structure. 
In essence, the PCC structure remains as it is shown in Exhibit 6-3 and is the 
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structure for the execution and achievement of this year’s budget. The OST system 
is used for planning and resource allocation. The people are the same, however, 
and must handle a short-run operating responsibility and a long-run strategic 
responsibility. The next paragraphs will describe the OST structure and how it 

operates. 

The OST structure, shown in Exhibit 6-4, is similar to the divisionalized 
structure. Notice that the three planning levels—objectives, strategies, and 
tactics—correspond, respectively, to corporate-, business-, and functional-level 
planning. This case, then, also provides some greater insight into the different 
levels of planning and their interactions thereof. 

At the top is the overall corporate objective that is to be achieved by nine 
business objectives. Hie business objectives are relatively stable businesses in 
which H will operate. They are chosen and defined by the top management and 
the corporate development function. Each is a fairly self-contained business, and 
the objective states its character and sales, profit, ROI, and market penetration 
targets for a ten- to fifteen-year period. Objectives may be for the auto industry or 
for Europe. Quite often, they cut across the group and division shown in Exhibit 
6-4. 

For each objective, there is an objective manager. The objective manager for 
the automotive objective might be the group executive for semiconductors, as most 
of the sales will come from that area. Therefore, that executive is responsible for the 
strategic direction and coordination of the automotive objective and, simultane¬ 
ously. for the shoit-mn profit performance of the semiconductor group. 

Each objective consists of several strategies. Strategies are also stated in terms 
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The OST Structure 



Tactics {over 250} 
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of five- to ten-year goals, with a time dimension and milestones to measure 
accomplishments. For example, one strategy for the automotive objective is to 
provide microprocessor computers for fuel systems. 

The strategy manager is the division manager (D* shown in Exhibit 6-3) in 
the semiconductor group. He reports to the group executive for both short-run 
profit performance and long-run strategic performance. Second and third strate¬ 
gies are to provide safety systems and metal plating products. These strategies are 
implemented and developed by strategy managers in groups other than the 
semiconductor group managed by the objective manager. In 25 percent of the 
cases, there are cross-groups and cross-divisional objectives and strategies. The role 
of the objective manager is to identify strategies across the company and pull them 
together into a strategic plan for that objective. The strategy manager plays the 
same role for the next level in which there are tactics and tactic managers who 
report to the strategy managers. 

Strategies consist of several tactics that are six- to eighteen-month check¬ 
points and are assigned to a PCC. Progress against them is reported monthly. The 
year in a tactical action plan becomes this year's budget. In this way, resource 
allocation is tied to strategic thinking and to execution organization. The plan¬ 
ning and the doing are linked, as the same people operate in both modes. 

In many instances the planning system will be aligned perfectly with the 
operating organization. Such is the case with most conventional planning organi¬ 
zations. This “overlayed” planning system serves as a response to the interdepend¬ 
ency in the environment and need for a longer-term orientation than the operating 
structure could provide. Hence, once again, we see that structure and process work 
as complementary mechanisms for coping with the various sources of diversity in 
the environment or from the product-market strategy. 

One of the points that has been stressed in this chapter is that one cannot 
make a substantial change in structure without making compensating and rein¬ 
forcing changes in processes, reward systems, and people. Such is the case at TL A 
couple of problems are created by the OST system. One is the matrix organization 
that is created in the OST structure. Strategy managers have multiple bosses, and 
there is the potential for conflict. Second, the managers have simultaneous short- 
run and long-run responsibilities. The conventional wisdom has always said that 
one cannot mix short- and long-run responsibilities in the same role, as the 
short-run drives out the long run. The changes in processes, rewards, and people 
are aimed at solving those problems. 

The planning process itself is designed to channel conflict into the planning 
activity where it is resolved. The strategy managers then operate against a single set 
of agreed upon numbers. The process starts with some four hundred managers 
meeting for a week in March. At the meeting, each objective is presented by the 
objective manager and selected strategy managers. Guidelines for objectives come 
from the objectives and policy committee of the board of directors. This committee 
meets three times per year for two days to establish overall direction. Then, final 
approval of the objectives is negotiated with the corporate development commit- 
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lee, which consists of die lop operating managers; the directors of corporate 
development, marketing* and research and development; and the patent attorney. 
This committee meets for one day about twice each month to review the OST 
system. The objectives are negotiated by objective managers after the annual 
planning conference. After final approval* the objective is reviewed throughout the 
year by the objective manager. Implementation falls to the strategy managers, and 
tactics are reviewed monthly. In this way, the budget for growth goals is allocated 
and managed. The budget for current operations, on the other hand, goes through 
the PCC system. The two budgets are integrated at the top through the operating 
committee, which consists only of group executives, corporate staff executives, and 
the office of the chief executive. It is in these forums with interlocking member¬ 
ships that conflicts are raised and worked through. 

Control over the strategic milestone is as extensive as that over the short-run 
operations. There is an OST information and reporting system as well as a PCC 
system. Tactic managers are responsible for over and under spending on OST 
milestones. Both the short- and long-run are integrated into an operating state¬ 
ment, which indudes revenue, operating expense, operating profit, strategic ex¬ 
pense. and organization profit 

Manages are held jointly accountable and are rewarded for short- and 
long-run fMfonnan.ee goals. Hie strategic goals are kept visible and are measured 
along with the short-run goals. Both short- and long-run perspectives are part of 
the rcwaid system. Thus, the information system and the reward system reinforce 

the OST system. 


Another supporting process is the career movement of managers. Some 
attempt is made to have managers experience a line responsibility, then a staffjob, 
then a line job, a staffjob, and so on. In this way, the manager is exposed first to a 
task in which he or she must mm short-run operating numbers and exercise direct 
authority over subordinates. Then, the manager experiences an ambiguous staff 
job with longer-run responsibilities, in which, to implement policies, the coopera¬ 
tion of those who do not work directly for the manager must be secured. Those that 
are successful will be able to operate simultaneously in the line, in the short-run 
PCC structures, and in the long-range matrix OST system. By this process, people 
are prepared for the dual roles. 


Thus, XI has created a resource allocation proem to develop products for 
diverse businesses and markets. It has another structure—the PCC—for managing 
diverse products and technologies. The same managers operate in both modes. 
Resources are allocated through the OST system. Then, once the numbers are 
agreed upon, the managers shift to an operating mode in the PCC structure They 

haveoneorganizationforplanningandoneforoperations. There are reinforcing 

planning meetings, information systems, reward systems, and career movements 
that comp ete the fit among strategy, structure, and process. The general manage- 

ment work for strategically managing multiple sources of diversity is shared 

throughout the hierarchy 
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Other variations are being adopted by other companies. GE adopted an SBU 
structure in 1968. 32 The numbers vary, but GE operates approximately forty-five 
SBUs, which are similar to strategies at TL The SBU structure is for planning, and 

the standard multidivisional structure is for control and operations. At the mo¬ 
ment, four SBUs are managed by group executives, twenty by division managers, 
and nineteen by department managers. This is equivalent to a PCC manager at TL 
The level is indicated by whether the SBU is cross-departmental or cross-divisional 
and by the size of the business. 

An SBU is subject to definition by a top management group that must 
continually define the SBU boundaries. An SBU is to be a relatively independent 
business mission (i.e., independent of other SBUs) with a clearly defined set of 
competitors and the capacity to measure profit and loss. The criteria are fuzzy and 
require continual updating of the SBUs charter. 

What are the criteria and why do they require updating? 

In TTs case, updating was a response to a need to retain the product 
specialists required by the technological and competitive nature of the particular 
industry and yet deal with the interdependency in the markets by reducing 
suboptimization and by forcing a long-term perspective. In short, they had a need 
to compensate for the dysfunctionalities brought on by a divisionalized organiza¬ 
tion structure. In TTs case, the short-term, splintered, goal orientation needed to be 
tempered by an integration device—a complementary planning process. 

GE established the SBU for a number of reasons: (1) It served as a span of 
control reducer. (2) It served to highlight smaller pieces of the business that had 
large growth potential but would go unnoticed otherwise. (3) It served as a career 
path. (4) It served to control and assign and formulate goals. 

Still other organizations define SBUs around markets. General Foods has a 
divisionalized structure that organizes different products produced by different 
technologies into divisions and groups. However, it has come to be recognized that 
the consumer thinks in terms of meals rather than products. He or she plans a 
main meal or breakfast and then purchases Birds Eye frozen foods, Good Seasons 
salad dressings, and Jello desserts. Therefore, some strategic coordination between 
the divisions on marketing and product development can lead to a more consistent 
offering. Therefore, a breakfast SBU, main meal SBU, and so forth were created for 
this strategic direction. In this case, however, the organization created a separate 
role of SBU manager instead of using the existing line organization managers. 
Each SBU manager has a market development manager and a controller reporting 
to him or her. The purpose is to guide long-run product development by market 
and to achieve cross-divisional coordinational coordination. Once the planning is 
accomplished, however, execution falls to the divisional structure. The technolo¬ 
gies for manufacturing and distributing frozen foods are quite different from those 
for puddings and salad dressings. Divisions should be organized for production on 
a product basis; only the market positioning and product development require 
cross-division planning coordination. 

These brief examples are representative of the various planning process 
structures currently evolving to handle business, market, or geographic diversity 
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that is being experienced primarily by the product divisionalized companies. The 
separate organizations for planning and execution enable them to respond to 
multiple sources for diversity and cross-divisional interdependencies. As such, 
these planning organizations are the newest source of organizational innovation, 
the new type structures that some authors claim them to be. The reason is the 
extensive power-sharing, conflict-resolving mechanisms that are created as well as 
the new information systems, reward systems, and career movements that go with 
the innovation. 

These new planning organizations are also found within firms with func¬ 
tional structures. Many functional organizations are either too small to divisional¬ 
ize or the economies of scale are too great to make the divisionalized structure 
feasible. Other functional organizations remain as such because of an overpower¬ 
ing need for functional specialists. If these functional organizations simultane¬ 
ously operate in diverse markets, an SBU or planning organization should be 
overlayed on the operating structure. 

An example of a relatively small, functional, related product organization 
with multiple business markets is AXY. AXY manufacturers blades for both the 
consumer and industrial market. Each of these markets, in turn, has various 
submarkets that have their own unique potentials, opportunities, and risks. This 
rather small, functionally organized company has operated in a traditional 
manner. The functional organization is necessary because of the high degree of 
product relatedness. The raw* material, manufacturing process, and technology are 
similar across products. In addition, the small sire of the organization prohibits a 
divisionalized structure based upon markets because such duplication of resources 
would be much too costly. 

Problems started, to occur. Not close enough attention was being paid to the 

individual markets. The focus of attention would shift from one market to another 
based upon some current contingency. Resources would shift correspondingly, 

loving other markets unattended. 

The current structure was unable to handle the market diversity. An SBU 
structure was set up to maintain a continuing focus on all-important business 
markets, be they small and growing or large and stable. This was done by 
establishing dual responsibilities, both functional and product—market, and there¬ 
by providing a “champion” for the particular area. Hence, the functional organi¬ 
zation can also benefit by these new planning organizations. 


A CONCEPTUAL FRAMEWORK: STRATEGIC SITUATION, 

ORGANIZATION STRUCTURE, PLANNING PROCESS 

As was stated previously, the organization literature, the planning literature, and 
the case studies indicate that the planning process needs to be designed to meet the 
needs of the particular organization. In addition, the planning process may act as a 
complementary information and decision-making mechanism to the organiza- 
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don structure. The planning process may be either aligned with the existing 
operating structure or distinctly separate, serving as a “planning organization.” In 
either case, the planning process, other information and decision-making pro¬ 
cesses, and the organization structure must act in an interdependent and comple¬ 
mentary manner in dealing with the strategic situation of the firm. 

At the risk of being overly simplistic, we have developed a typology of 
strategic situations in which we believe many organizations today find themselves 
operating. We then describe the probable nature of the organization structure and 
the type of planning organization that would be required to complement the 
organization structure so as to deal with the strategic situation effectively. See 
Exhibit 6-5 for a summary of these fit relationships. 

The framework we are developing has its roots in the so-called strategy- 
structure literature. Chandler stimulated much empirical and theoretical work in 
this area by studying seventy of America’s largest firms. His main diesis states that 33 

Organization structure follows from the growth strategy pursued by the 
firm. If a structural adjustment does not take place, the strategy will not be 
completely effective and economic inefficiency will result. 

For the most part theorists have confirmed Chandler’s hypothesis. That is, by 
refining his concept of strategy (specifying product-market strategy classifica¬ 
tions 34 and structure, studies have shown that, in the presence of a competitive 
environment, structure does follow product-market strategy. Some theorists have 
also argued and shown empirical evidence to suggest that the relationship is often 
reversed, that is, structure influences strategy. We believe that both are true. 

Another important finding is that most firms today have achieved this fit 
between product-market strategy and organization structure. A simplified version 
of these “fit relationships” is shown here: 

Single business—Functional structure 
Related products business—Multidivisional structure 
Unrelated products business—Holding company structure 

Why should these relationships hold? First of all, a firm’s product-market 
strategy is seen as an important characteristic not only because it affects structure 
but also because each different strategy type is hypothesized to place a firm in a 
unique position with respect to its environment. Differences in product-market 
strategy reflect differences in the environmental diversity and complexity that top 
management faces. Therefore, each product-market strategy type is hypothesized 
to place a diff erent degree, and perhaps a different kind of information processing 
requirement on the organization. 

The literature indicates that a structure or a fit between a strategy and a 
structure should yield high performance because each structural type is assumed to 
have certain underlying structured processes and systems associated with it that 
will aid in coping with other diversity presented to it by the particular product- 
market strategy. 
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Theorists, however, have failed to show that a fit between product-market 
strategy and organization structure leads to high economic performance. Aside 
from the fact that most firms have attained this “fit,” hence making it difficult to get 
a relevant control group, we believe that the failure to attain significant findings in 
this area derives mainly from the fact theorists have failed to recognize that there 
may be significant variation of the underlying structural variables and processes 
between organizations. A single example would be wide variations in centraliza¬ 
tion that might exist between firms all having the multidivision structure. 

As Rumelt states, 35 

Organizational structure consists of a great deal more than the differences 
that can be shown by charts. Systems of control, planning and information flow, 
methods of reward and punishment, the degree of delegation and techniques of 
coordination are among the important determinants of the way of life within the 
enterprise. The usefulness of the distinction between functional and multidivi¬ 
sional organizations depends upon the degree to which these structures are 
associated with consistent differences among many other organizational 
characteristics. 

Therefore our contention is this: 

First, the strategic situation consists of more than just product—market 
strategy. Although product-market strategy is an extremely important dimension, 
it is often tempered by considerations such as size, technology, and the particular 
contingencies in the environment. 

Second, structural responses to product-market strategy are important, but 
performance depends upon not only the fit between product-market strategy and 
structure but more realistically the fit between strategy-structure and organiza¬ 
tional processes. 

Third, in today’s environment the diversity in the environment has increased 
the role importance of these internal coordinating processes and has spurred the 
development of planning organizations that are designed to cope with the diver¬ 
sity and internal integration that the operating structure cannot handle. 

Finally, the focus of the planning system will be a function of the fit, or lack 
thereof, between the strategic situation and organization structure. 

With this brief review of the “strategy-structure” literature as a background, 
we will now present a simplified typology of organizations (Exhibit 6-5). This 
typology corresponds to the case examples that were presented in the previous 
section. 

We begin by taking pieces of the total strategic situation. That is, we begin 
with the product and market strategy, specify the operating structure that should, 
and does in most cases, exist to fit that product-market strategy, and then show 
how the deficiencies in the capabilities of the particular operating structure in 
coping with the information processing needs of the environment would call for a 
different emphasis for the SBU system. We then modify the product-market 
s trategy to include other variables to achieve a more realistic view of the “strategic 
situation.” 
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Controlling Strategic Plans 
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INTRODUCTION 


Since the publication of .Anthony’s framework, 1 additional work has appeared, 
most of it since 1970, that attempts to explore the issues in control. Several books 
have been written on the general topic. 2 An attempt has been made to relate 
relevant quandtauve techniques 3 and the systems approach 4 to the management 
control problem. 

Virtually absent from all these efforts is any discussion of the control of 
strategic plans. In his three-level framework, Anthony presented few specifics on 
control at the strategic level, assigning most of the control functions to the two 
lower levels. Of the later authors cited, only Newman has singled out the strategic 
control area for separate treatment. 


And yet the control of strategic plans is an important managerial problem. 
Perhaps the reason fonts lack of coverage in the management literature is an 
incomplete understanding of the differences between strategic and lower levels of 

rrmjr.nl u ° f on the «>ols required for strategic 

control. This chapter* is designed to fill this gap by discussing these differences and 

presenting their implications for the design of informadon and control systems 

T ° mak e * e contrast ay stark as p ossible, only two different levels of 

The Wharton School, University of 


♦This chapter prepared by £ Gerald Hurst, Tr) 
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management are discussed. Obviously, the levels of management decision are not a 
simple dichotomy but, rather, a continuum from the most strategic to the most 
operational-level decisions. Furthermore, the distinctions blur for any given deci¬ 
sion, which in general has strategic, tactical, and operational facets. Even for what 
is universally accepted to be a strategic decision, some aspects of control will look 
operational. Nevertheless, it is fair to state that most strategic-level decisions will 
have the characteristics at that end of the spectrum and that they can be contrasted 
to the characteristics at the operational level. 


DIFFERENCES 

The differences between strategic and operational control are highlighted by 
reference to a general definition of management control. This definition is as 
follows: Management control is the set of measurement, analysis, and action 
decisions required for the timely management of the continuing operation of a 
process. The four parts of this section discuss the differences in the terms presented. 

Measurement 

Strategic control requires data from more sources. The typical opera¬ 
tional control problem uses data from very few sources. In the extreme case, only 
the operation itself generates data; at the very most, a few environmental factors are 
involved. For example, in scheduling production, the bulk of the information 
needed to pick the next job on the machine is generated by the operation itself. 
Only data on deadlines and relationships to other parts of the factory do not arise 
from the operation itself. In contrast, strategic control typically involves data from 
many sources. Normally all parts of the organization contribute data of relevance, 
and many important data come from outside as well. For example, considerauon 
of a merger possibility requires examination of internal factors, characterisdcs of 
the other firm, and market characterisdcs. 

Strategic control requires more data from external sources. Related to the 
preceding point, strategic decisions are normally taken with regard to the external 
environment as opposed to internal operating factors. This gives rise to a wide 
variety of external sources from which relevant data must be drawn. This of course 
implies an increased difficulty in gathering these data and probably an increased 
difficulty in keeping them organized once they are gathered. 

Strategic control data are oriented to the future. In one sense, all data for 
control are gathered in the present, as control exercised in a dmely fashion and 
based on current data is implied by our general definition of control. Because the 
strategic decision upon which midcourse corrections are being made tends to be 
future oriented, the data gathered now are more generally used to recast the future 
before action is taken. This is in contrast to operational control decisions in which 
control data give rise to immediate decisions that have immediate impacts. 
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Strategic control is more concerned with measuring the accuracy of the 
decision premise. Opeating decisions tend to be concerned with the quantitative 
value of certain outcomes. What is usually measured, therefore, is the value of 
some factor of production. The percentage of defects in a batch, the total labor 
content in a production run, and the number of tests performed by a hospital 
facility are typical examples of operating measurements. By way of contrast, 
strategic control normally wishes to check whether or not the assumptions made 
are correct. Sometimes this involves quanutative information, but it is j ust as likely 
to invoke a comparison against qualitative and structural information about the 
market, competitors’ product lines, and the like. 

Strategic control standards are based on external factors. The standards 
against which strategic performance is measured are necessarily more external to 
the environment, given the nature of the strategic problem. Measurement stand¬ 
ards for operating problems can be established fairly by past performance on 
similar products or by similar operations currently being performed. On the other 
hand, the usual standard for comparison in the strategic arena is how well a 
similar competitor is doing or some other external yardstick. As with the data that 
come from external sources, this makes the standards harder to use, both because 
they axe less accessible and because they are not likely to be so easily comparable 
once they are obtained. 


Mrategic control relies on a variable reporting interval. The typical opera t- 
mg measurement is concerned with operations over some period of time- pieces 
per week, profit per quarter, and the like. As a result, the measurement interval is 
typically quite regular. Strategic events occur much more irregularly and the 
l!r ^ inent - mI ^ a l.i S , t h er e^ ore variable. This variation of theintervaHs related 
man onentation that is discussed further in the section on timing. For now let us 
mply note that the irregularity adds to the difficulty- in measurement 

more 1Cad £ ° measuremen t that is much 

*fScuk for strategic problems. Strategic measurements are less accessible 

-ess r^ular, much more variable in their types and sources and in the final’ 
anajy^s, less measurable because they are qualitative rather than quantitative 
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Strategic control models are less formal . This is a harder generalization to 
make, as approximate models are used in operational control, on the one hand, 
and formal models are occasionally very useful in the strategic control process. 

However, as a rule, the models that govern the considerations in a strategic control 
problem are much more intuitive and, therefore, less formal. 

The principal variables in a strategic control model are structural Once the 
structure of an operational control problem is captured, the variations for which 
measurements must be made tend to be quantitative. This point was highlighted 
in the section on measurement. In strategic control, the whole structure of the 
problem, as represented by the model, is likely to vary, not just the values of the 
parameters. These structural variations are related typically to unforeseen events 
that occurred and/or predicted events that did not occur in the external 
environment. 

The key need in analysis for strategic control is model flexibility. It follows 
that, because the overall assumpdons are being examined and the structure of the 
problem Is varying in strategic control, an ability to be flexible in analysis Is key. 
That is, it is necessary to have the ability to modify the structure of the model easily. 
This is in contrast to operadng control, for which efficient quanutadve computa- 
don is usually most desirable. 

The key activity in management control analysis is alternative genera¬ 
tion. As in the analysis of planning strategy, the most important activity in 
strategic control is generation of alternatives, not their formal analysis. In the 
control problem at the strategic level, this means that the discovery of causes, while 
important, is hard to do in any formal analytical way. Once a cause is suggested, 
the key step is the generation of alternatives to deal with it. This is different from 
the operational control problem, in which in many cases all control alternatives 
have been specified in advance. The key analysis step in operations is to discover 
exactly what happened. Once this is done, the choice of action is normally the 
simple step of implementing an alternative that has been identified previously. 

The key skill required for management control analysis is creativity. For 
the reasons given, the principal skill in management control at the strategic level is 
creativity. This skill is used for recognizing structural variations from the original 
plan, generating new models and action alternatives, analyzing them as far as 
possible, and having other dealings with the less structured world of strategic 
control. In operational control, by contrast, the formal review of outcomes to 
discover causes means that the key skill required is the ability to do technical, even 
statistical, analysis of the data received. 

Action 

As in the previous two sections, which deal with the measurement and 
analysis categories of decision in the control problem, the strategic problem is 
somewhat more difficult to deal with in taking action than its operational 
counterpart. 
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The relationship between action and outcome is weaker in strategic 
control. A frustration that is continually reported fay managers at the strategic 
level is their inability to “turn many knobs. ” Those knobs that they can turn seem 
to have much less impact on the areas they would like to control. This is not 
surprising, as the most desirable area for control in strategic problems—the 
environment—is the least subject to direct action. However, even the internal 
control variables are difficult to manipulate, as outcomes are at best delayed from 
the time at which action is initiated. At worst, there is no perceptible impact of 
taking action. Operaring systems are, by contrast, much easier to influence directly. 

The key action variables in strategic control are organizational. Such 
knobs as there are to turn in the strategic problem are largely organizational, as 
distinct from the operational control problem, where technical factors such as 
labor levels, production levels, choice of materials, and the like are the predomi¬ 
nant conrrollables. Corrective action in the strategic area usually means a change 
m organizational form or structure, a movement of personnel, or some other 
change in the deployment of the human and organizational resources to meet the 
changing or better understood environment. 


Alternative actions in strategic control are less easy to choose in 
advance. Because each new strategic control problem presents a unique and 
usually different set of details, because the combinations are complex, and because 
the data are diffuse, it is usually not economical or even possible to choose all 
possi e action responses to received data in advance. In an operational control 
problem, the few responses possible can usually all be worked out before any 
operating data are received. When these data are received, exercising control is a 
simple matter of correcting the trajectory by already established rules. In the 
=jrategic control problem, the trajectory corrections are much more difficult and 
the number of possibilities is much greater. It is usually not economical to 

ST aCU ° n ***““ Undl 311 outcome » actually received, even if it is 
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and operating control problems, but the issues in timing these decisions are also 
different. 

The time frame for strategic control is longer . Not surprisingly, the period 
in which control has an impact is longer for strategic problems than for operating 
problems. The consequences of a strategic decision are larger and can be felt over a 
longer period, even if the decision takes place in a fairly short time. Mergers and 
acquisitions are a good example of this effect. They have profound effects on the 
basic shape of the organizadon for the rest of its life. The consequences of 
operating control decisions are shorter lived. 

The timing of strategic control is events oriented. This asserdon is related 
to the asserdon about measurement interval. It simply states that discrete events 
influence the strategic world most markedly. By contrast, operating decisions tend 
to be made on a periodic basis, and they are usually measured accordingly. 

Strategic control has little repetition. Strategic control problems tend to be 
unique. Not even the structure is the same as past problems of a like kind, much 
less the technical details. Operadng problems, by way of contrast, tend to repeat 
their structure. Only the quandtadve values differ from period to period. For 
example, the mix of jobs and the technical resources required to produce them 
may be different from week to week, but the basic problem of matching jobs and 
resources in a shop remains the same. The resources change only slowly, and the 
capabilides of the system do not vary much from one scheduling interval to 
another. The typical strategic control problem, such as responding to compeddon 
in a new product decision, is different in both structure and technical details from 
occurrence to occurrence. 

1 

I 

IMPLICATIONS 

The characteristics of strategic control needs just documented imply differing 
characterisdcs and emphases for the informadon and control systems that support 
these needs. 

Implications for information Systems 

Strategic control requires a greater variety of data types. Because of the 
more complex nature of the strategic control problem and because there are more 
different sources of data, more data types are required. Operadng control problems 
typically have a smaller variety of data. 

The total volume of data required for strategic control is smaller. On the 
other hand, whereas the number of data types is larger for strategic control, the 
total volume associated with each data type is smaller. For example, the total 
market forecast by month for five years for ten different product lines comprises 
only six hundred data values. This is one of the larger volumes of data that would 
be confronted in a strategic problem. Typical volumes of actual values would be 
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much smaller than this. On the other hand, perhaps thousands of pieces of data of 
each type are required for the payroll processing of even a small organization. 

Strategic control data are more aggregated . Strategic problems, encom¬ 
passing as they do broad segments of the organization, are not so concerned with 
detail. As a result, the data are typically aggregated when used. Operating data are, 
almost by definition, used at the most detailed transaction level, meaning that little 
aggregation is possible. 


Strategic control data are less accurate. By the same token, data for strategic 
control need be less accurate. Errors of 5 , 10, or even 50 percent are not atypical in 
such data, although for control purposes one would hope for less than 50 percent. 
Operating data generally need to be as accurate as possible. For example, rounding 
salary payments to the nearest hundred dollars is unsatisfactory, either to the 
organization or to the employee, depending on who is favored by the rounding. 
On the other hand, a value rounded to the nearest million dollars is probably 
sufficiently accurate when looking at overall payroll expenses by quarter to discern 
cost trends for a medium-sized organization. 


The most important strategic control information is structural. Supporting 
the strategic control models discussed in the section on analysis requires informa- 
aon on the structure of the real world as represented by the model. Unlike the 
operational control area, the values of the technical variables are only of secondary 
importance. The sort of information to be captured by the system that supports 
snategrc control concerns the presence, absence, or strength of relationships 
Z ?]e component of the overall system being modeled rather than the values of 
the technical vanables contained in themodel. In short, themost critical informa- 
“ f ° r o®«n>l models is whether or not a model segment should be 

** detaiIed ValueS of the coefficients in that 
model segment. This is related to the question of data accuracy. 

The receipt of data for strategic control is more sporadic. Not surprising! v 
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computerization of strategic control tools must consider the important step of 
capturing necessary data in machine-readable form. 

The key decision in information for strategic control is what data to 
save. The principal problem in operating control information systems design is 
the technological problem of efficiently capturing and retrieving data. Because of 
the large volumes of data, this technological design problem is very important. A 
miniscule saving in storage and retrieval time, when multiplied by the number of 
transactions in the typical operating control system, can lead to a large benefit. By 
way of contrast, the difficult decision in strategic control is deciding which of the 
myriads of data the world generates are worth saving. The typical admonidon to 
“save everything,” which is usually suggested for the operadng control problem, is 
quite impossible in the strategic environment. The world is generating too much 
data in too many diverse types for that to be at all practical. One must instead be 
very selective in what is saved. Once the decision of what to save is made, the 
technological decision of how to save it is fairly straightforward, given that the 
volume of these data is small. Whether or not to capture the data now in 
machine-readable form is still an important decision, but it can be rejected now 
and instituted later at additional cost if and when machine-readable uses of the 
data develop. The key continuing decision is whether or not to save the data at all, 
in whatever form, at the time they are generated. 

Taken together, these statements about the characteristics of the information 
systems required to support strategic control decisions present a rather different 
profile from the standard data processing information system. They present the 
picture of an externally oriented, much less formal process by which appropriate 
data are captured and saved in a variety of forms, at irregular intervals. It is little 
wonder that attempts to apply the methods and technology of standard data 
processing systems to the strategic control problem have been less than successful. 
The information required and the methods for capturing it are enough different in 
the strategic problem that very little carry-over from transaction processing sys¬ 
tems is possible. 

Implications for Controlling Formal Plans 

It can be inferred from the earlier discussion that a formal plan, in the form 
of a documented quantitative model, is less possible in the strategic area than in 
lower levels of decision making. The qualitative factors that are less easy to capture 
in any formal sense play a much more important role in the strategic area. Having 
said this, it is still desirable to control carefully those segments of the strategic plan 
that can be documented formally. It is not possible to use the same methods for this 
analysis as is used for controlling operational plans, because the emphases in 
strategic plans are so different. 

Contingency plans are less possible in strategic control It was argued that 
it is more difficult to generate all possible actions ahead of time in a strategic 
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problem, because the alternatives are too numerous and too complex. Beyond that, 
the whole idea of contingency plans is much more difficult in the strategic arena. 
As desirable as it is to anticipate all outcomes and their impact on the strategic 
plan, and to generate the appropriate action response, it is simply too large a 
problem to be feasible. This does not mean that major outcomes should not be 
anticipated or that plans should not be made where possible. It is only to state the 
sad but realistic fact that no matter how much effort is devoted to this pursuit 
important alternatives will be missed even if it is economical to try to find them. 

Triggering contingency planning is more important in strategic control. 
Because of this difficulty in making contingency plans, triggering an examination 
of alternatives when things do not go according to plan becomes much more 
important. This implies both the increased need and ability to plan and the active 
monitoring of these situations to bring them to the attention of the appropriate 
managers when thing begin to go awry. It seems evident that computerized 
information systems for managers must move more and more in the direction of 
active monitoring of the environment of the managers they serve. Until this 
happens, humans will continue to play an important role in processing the diverse 
data received and determining when something has gone wrong. Even where a 
tormal planning model has been used, a human must interpret the data and search 
for conclusions as well as causes. 


Preprogrammed variance analysis is less possible in strategic control. It is 
tempting, where a formal model is available, to suggest that the computer perform 
all possible variance analyses (in the accounting sense). For an operational control 
model this might be possible. For strategic control it is both difficult technically 
and impossible practically. The total of all possible variance analyses is many 
more than can be computed economically or reviewed effectively by a human. A 
.ew Key analyses can be done automatically, but, because of the nonrepetitiveness 
oi strategic control, accounting variance analysis must remain an ad hoc and 
essentially humanly controlled task in the strategic arena. 


A variance inquiry system is more necessary in strategic control. Based on 
is assemoiMt seems important to have an inquiry system linked to the formal 
panning modd with which combinations of deviations from plans can be 
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An augmented formal planning system is more necessary in strategic 
control. Taken with the desirability of using a formal planning system for 
generating strategic plans, this leads to the further assertion that a formal plan¬ 
ning system should be augmented with the variance inquiry language described. 
This would permit the same system that was used to generate the plan to be used in 
controlling that plan, leading to both ease of additional analysis as well as to 
consistency with the plan being controlled. 
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Managing the Quality of 
Strategic Thinking 


In all too many companies, strategic planning efforts produce little more than 
window dressing for poor thinking. Even where considerable management time 
and energy are devoted to the task, where a "good planning system” is in place, and 
wliere the chief executive officer is an enthusiastic supporter, insipid ideas and 
misleading conclusions can dominate the output. In time, the managers involved 
become disappointed, frustrated, and even scornful of the strategic planning 
process. 

This chapter* examines the nature of this problem and suggests some 
possible remedies. Its purpose is to call attention to the general manager s task of 
managing his or her organization so as to generate good thinking about the right 
issues. j 


THE PROBLEM FOCUS 

TTie formulation and implementation of business strategies is an inherently 
difficult task. The accomplishments of inspired leaders—such as Land of Polaroid, 
Lemkuhl of Timex, and Connally of Crown Cork and Seal—to conceive and to 
carry out major strategic moves are impressive. The task becomes much more 


♦This chapter is prepared ^Francis Aguil^Harvard Business School. 
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difficult when strategic changes depend on the involvement of many people— 
often separated by age, experience, and rank. 

To enact a strategic change involves both insight and commitment. Some¬ 
one has to discover an idea for change. Someone has to commit company resour¬ 
ces. The less connected these two someones are in terms of trust and confidence, the 
more difficult will be the marriage of insight and commitment. This difficulty 
reiects the uncertainties and risks associated with most strategic changes. Conclu¬ 
sions rat on judgments and conjecture and are vulnerable to doubts and to 
contradiction. L nder these circumstances, one person’s considered opinion can 
easily be another’s idea of nonsense. 

This study, which is only partially completed, focuses on the problem of 
strategy making in its more complex setting—where insight and commitment 
involve different people. In these situations, insight is typically sought at the 
“middle levels" of management, where knowledge and responsibility for specific 
operations (both line and staff) reside; commitment is required from “senior 
general managers,” where the power resides. 

The information was gathered primarily through unstructured interviews 
with general managers who were responsible for corporate strategies or for busi¬ 
ness strategies and with staff managers responsible either for long-range planning 
mivmes or for formalized scanning activities (for example, corporate issues, 
gomnment relanons, and futures research). Where practicable, discussions were 
held with all or most of the relevant managers in a company. To date, about 150 
managers m some twenty firms have participated in the study. 
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tion. Broadly speaking, there are conditions in the organizational context that 
hinder or suppress strategic thinking. Strategic thinking is also limited by the 
particular capabilities and attitudes of the individual managers involved. 

A map of the territory to be covered, then, might be represented by the 
three-dimensional matrix shown in Exhibit 8-1. The arrows are to remind us that 
each cell is strongly interrelated with every other cell in this conceptual breakout of 
the problem. 

BARRIERS TO GOOD STRATEGIC THINKING 

The search for conditions and practices that inhibit good strategic thinking can be 
intensified by giving separate attention to each cell in Exhibit 8-1. Viewing a 
particular type of difficulty from the different perspectives can help to uncover 
subtle but important considerations. To simplify the reporting in this paper, the 
barriers to good strategic thinking are subdivided only between those having to do 
with ability and those with volition. 

The Problem of Inability 

Not surprising, a common reason for poor strategic planning was a lack of 

ability. The managers called upon to generate new strategies did not possess the 


EXHIBIT 8-1 
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skills to do this work . 2 After all, just because a person is good at running an 
ongoing operation does not ensure that he or she can conceptualize new 
approaches. 

A manager’s ability to conceive new strategic concepts would seem so 
obviously a needed element that it need scarcely be mentioned. That might be true 
if conceptual abilities were not so often overlooked in practice when planning 
assignments are meted out Actually, the reasons for limited abilities and the 
possible corrective actions are neither straightforward nor simple. 

The individual manager’s intellectual capacity and his or her developed 
skills for doling with strategic concepts are obviously relevant. But a manager’s 
abilities to think about new strategic moves are also influenced by contextual 
considerations. 

For example, the individual manager’s ability to think along fresh lines is 
strongly influenced by the established views held by others in the organization. 
These views ran pertain to the nature of the business, how to compete, what the 
product should be, and how to run the organization. The more strongly these 
views are held, the more inhibiting they are likely to be with respect to new ideas. 
The repressive powers of the corporate mythology” was the way one senior 
executive put it. 

In companies located away from industrial and commercial centers, man¬ 
agers frequently complained about the problem of parochial thinking resulting 
from their isolation. A successful history of performance also tends to reinforce 
myopic thinking about the business. Hugh Schwarz complained of this problem 
m-fren he served as director of Corporate Planning for the Coca-Cola Company: 

If a person Is happy with the present situation, he will not want to change 
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of revision. More time goes into trying to figure out what is wanted than into 
thinking about the business. 

Planning concepts can also create new corporate myths as repressive as the 
old. In several large industrial firms in which portfolio planning approaches had 
been firmly implanted, senior managers complained that operating managers had 
become so conditioned by their assigned “cash cow” business role that they were 
not sensitive to possible growth opportunities in segments within the overall 
charter of their unit. A related pitfall is that the planning effort and the resulting 
plan can give a manager the illusion of having done planning when no construc- 
dve or imaginative thinking has taken place. 

Insight versus commitment These comments were directed largely to the 
task of generating new strategic concepts where creadve insight was called for. Key 
ingredients are the manager’s abilities to detect new opportunides and threats 
(discover the problem), to conceive new combinadons and new approaches, to 
sense implications, and to assess the business risks. The senior manager’s task of 
commitment requires similar abilides, but with a different emphasis. 

The problem for senior managers is to evaluate someone else’s ideas and 
judgments with limited firsthand knowledge of the facts. This problem is inten¬ 
sified in muldbusiness companies for those acdviues tvhere the senior managers 
have not had direct experience. Fred Borch, a former president of General Electric, 
expressed the problem as follows: 

With hundreds of products ranging from electric pencil sharpeners to diesel 
engines and nuclear plants, it is difficult to do an effective job of planning. It is, in 
fact, impossible for management to have a direct, personal feeling and knowledge 
about so many business environments. 

In effect, the senior manager has to assess both the quality and the appropri¬ 
ateness of new ideas, in many or most cases with very limited understanding. 
Weakness in a manager’s ability to evaluate the merits and to assess the risks 
associated with a new strategic approach involving major commitments of time 
and resources leads to temporizing or to its rejection. 

The problem for senior managers is exacerbated by the unknowns surround¬ 
ing the proposal under consideration. This difficulty in its most direct form 
concerns the relative merits of possible alternative approaches for the strategic 
move in question. William Wommack, deputy chairman of the board of directors 
for the Mead Corporation, saw this as a major problem for senior management: 

The idea that the organization will present strategic alternatives to top 
management is a fiction. If alternatives are ever generated, they get eliminated as 
they move up the organization. Top management is then faced with accepting or 
rejecting the one proposed plan that survives the organizational screening. 

A broader problem of context concerns the need for senior management to 
assess how the business strategy in question fits into the total range of concerns for 
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the corporation. How does die proposed move relate to the other known corporate 
business activities and concerns in terms of importance and possible interactions? 
Are other issues of importance to the corporation being overlooked? These ques¬ 
tions are not easily answered. 


Hie Problem of Willingness 

For managers, to be able to conceive and to commit to new strategic concepts 
is not enough. They must also want to advocate new ideas. A wide variety of factors 
influence die manager's decision on how far to go and on how hard to push. These 
factors can be grouped as hating to do with motivation and with personal risk as 
defined by the individual manager and by the organizational context. 

individual considerations. Some people are natural river boat gamblers, 
and others find comfort wth the celluloid cuff of the bookkeeper. Some people 
want to lead the pack, and others prefer to follow. In like manner, managers' 
positions differ greatly with respect to their motivation for recognition and reward 
and their willingness to bear personal risks. 

Although probably relatively litde can be done to change the individual 
manager s proclivities in this regard, an explicit awareness of them can be impor¬ 
tant for the design of corrective actions. In this connection, just how an individual 
manage will act in a given situation depends on the organizational context. 

Contextual considerations. In companies in which strategy making was 
actively and coratnictivdy underway, managers would typically single out the 
CEO ior some other senior manager close to the CEO) as the prime mover. The 
converse also held. Blame for the failure of strategic planning was usually attrib¬ 
uted 10 the top executive. The senior executive's marked influence manifests itself 
organizationally in several ways. 

The clarity of the goals for change had a major effect on strategy making 
IT^e healthiest situations were those in which the CEO and other senior managers 
held in common a clear idea of the desired direction, degree, and urgency of 
strategic change and in which this definition was dearly promulgated to the line 
and staff managers responsible for business strategies. In these situations, middle 
managers were able to calibrate the personal risks attached to strategic ideas and 
could fee! some security in advocating changes that were in line with senior 
management s goals. When top management was undear and vadllating in its 
position with respect to strategic change, the risks of advocating new ideas 
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telltale sign of the personal risks involved. In one company in which the CEO had 
a habit of firing division managers when new strategies did not work out, it came 
as no surprise to find managers throughout the company petrified to advocate any 
changes. Admittedly, how to deal with a manager who has advocated a strategic 
move that proves to be a flop is not a simple matter. 

The formal measurement and reward systems also influenced the climate for 
change. In most companies, great attention and effort go into budgeting. Man¬ 
agers are evaluated and often compensated by how well they do with respect to 
yearly profits. This stress on short-term results was often dted in practice as a 
deterrent to good strategic thinking. One reason was that concern with “making 
budget” often left little time for thinking ahead. Another reason was that the 
pressure for profits tended to give disproportionate importance to moves that gave 
near-term profits. 

The mismatch between planning intentions and the administrative systems 
used to evaluate and reward managers is understandable. These systems in large 
companies are ponderous and deeply rooted. To change them requires great effort 
and time and can be upsetung to an organization. Moreover, management still has 
to run the company’s operations, and the requirements for this task do not 
necessarily coincide with the requirements for encouraging new strategic moves. 


FACILITATING GOOD STRATEGIC THINKING 

While each barrier to good strategic thinking has corresponding solutions, man¬ 
agers must deal with an entire approach of interrelated practices for their com¬ 
pany. The practices aimed at overcoming specific barriers must also fit with each 
other. For this reason, the discussion on facilitating good strategic thinking will 
start with a look at the overall approaches in two companies. These accounts will 
be followed by a description of other selected practices that appeared to contribute 
to improved strategic decision making or to have the potential to do so in the other 
firms studied. 4 This paper will not comment on many important practices that are 
rather obvious responses to specific problem barriers (for example, the use of 
business education programs to improve managers’ analytical skills). 


Two Approaches 

Improving strategic thinking is a matter of getting managers more able and 
more willing to generate good strategic ideas and to become committed to them. 
There are really only two basic ways to accomplish this: (1) placing people who 
already have these capabilities in position of responsibility and (2) developing 
these capabilities in the people who already hold positions with strategic respon¬ 
sibilities. Although neither approach is ever used exclusively, deciding on a 
balance between these two approaches is of fundamental importance to a com¬ 
pany embarked on improving strategic thinking. 
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Among the companies studied, two large successful firms competing in the 
same industry provide good illustrations of the two approaches. In both cases, 
major efforts 10 improve strategic planning were launched under the leadership of 
newly appointed CEOs. The different approaches in the “Alpha” and “Zeta” 
companies are described in turn. 

The Reople^Changing Approach 

Hie chief executive officer of Alpha summarized his program for improving 

strategic pianning in the following words: 

1 believe that it is necessary for me to accomplish two things to improve 
strategic planning in Alpha. One is to establish an environment to encourage and 
mppmi planning. Hie other is to put "spark plugs" in key positions to get good 

planning done. 

Tfee effort to crate a proper environment encompassed a variety of moves. 
For example, the CEO made crystal dear his intention to require strategic plan- 
nmg. Pressure was put on thesenior managers to work on it. Finandal models for 

panning purposes weredevdoped. Staff support for strategic planning was beefed 

up, 

.. meanS 01 new planning set-up was to put 

-«. b.ood m key positrons. These people were to be the spark plugs for change. 

been in 

» BP position where his experience H *' w . moved U P to 

ton ootid be drcunwented Pteoole a i u ^ ut where hls conserva¬ 
tor kev positions at'aH^ekTnrf ^ r ° ug ^ ,t ,n from the outside to take 

Officer/ ^ mdudmg that o{ ***** and Chief Operating 


The Peop:e-3 mproving Approach 

alreadv m ^ pnmanly one of getting the people 

iL-nvmit excerpts from a case in prenaratin^ri” °! strate S ic Panning. The 
-tppr.wh. P P aUon describe the salient features of this 

Set r for Zeta Company. John^pS'infr 01 ^ 1l ° ^ 1305111011 of chief executive 

senior 

> nh th, lack of direction he ha^er^T nce in ^nt years and 

icj. owing statement: - He opened the first meeting with the 



Managing the duality of Strategic Thinking 135 

Oiir current efforts to plan beyond one year are ineffective. The five-year 
plans are, to a large extent, mechanistic projections of our current numbers. We 
don't seem able to sti m ulate new ideas for our businesses, nor do we seem able to 
generate any sense of commitment to change. We lack a clear overview of the 
pieces. To my mind, one of the key tasks we have before us is to make our planning 
meaningful. 


One of management s early decisions was to develop planning in stages, 
starting with divisional operational planning, then moving to divisional strategic 
planning, and finally to corporate strategic planning. After five years, the company 
was about to start on the third step. Ripley had this to say about the deliberate 
sequencing; 


The evolution of planning at Zeta might be seen as rather conservative. In 
my view, you cannot change a large corporation quickly, especially if it is success¬ 
ful. While there was plenty of room for improvement in the early 1970s, there was 
no real crisis to help us unblock the norms and procedures followed in managing 
the operating divisions. 

The role of corporate staff. One of the distinguishing characteristics of the 
planning process at Zeta was the highly active role of corporate staff in the 
divisional planning activity. Members of the planning staff were assigned to work 
closely with operating units in the preparation of operational and strategic plans. 
An operating general manager gave the following view of this practice: 

The concept of having a corporate planner working with us in depth makes 
a lot of sense. His liaison role is of particular value to us. I appreciate the opportun¬ 
ity to try out new ideas on one of these people rather than trying to spring a 
full-blown new idea on top management without this earlier testing. Not only can 
the staff coordinator help me to shape my ideas in a way that will be most 
convincing to senior managers, he also can be very helpful in explaining to senior 
managers what we are doing. 

The manager in charge of the staff planners had this to say about the 
operation: 


One of the important features of our approach is that we do not have 
professional staff. The staff positions for planning are seen as development jobs for 
our brightest and most capable line people. These people serve as staff planners 
for three or so years and then return to the line. 

We have a general policy among our staff to tell operating divisional manag¬ 
ers beforehand anythi ng that is going to be said to senior corporate officers which 
might be construed as critical. We feel that it is very important not to spring 
surprises on the operating managers. 

There is no doubt that we are plan driven in our management process. 
Nonetheless, we do not get carried away with the formal numbers as seems to be 
the case for a company like ITT. One reason for this difference is that we have 
access to each other reasonably easily. So far, we have been able to avoid doing 
dumb things to make the numbers come out. 
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Issues identification . Getting operating managers to take planning se¬ 
riously was one of Ripley's central concerns in his efforts to develop useful 
planning for Zeta. A second major concern for Ripley was to have management 
planning with respect to the right issues. Over the years, a number of activities 
were instituted to achieve this second aim. 

Each January, Ripley would launch the planning cycle with a memoran¬ 
dum to operating divisional managers in which he laid out the major issues to be 
addressed. Some seven or eight pages in length, this memorandum served as the 
basic reference for evaluating the quality of divisional plans. 

Events leading to this memorandum stretched over a period of several 
months. Some time in November, a senior staff executive with responsibility for 
strategic planning activities began meeting with senior-level executives on an 
individual basis to get their ideas about issues that should be addressed in the 
coming round of planning. He referred to this process as “polling the congrega¬ 
tion.” Based on these interviews, he would prepare a working paper and collect 
other relevant documentation to be used at a managemen t meeting held to discuss 
these issues. The senior management group of Zeta, comprising some eight to ten 
individuals, would meet for three days to discuss these issues of future importance 
10 die company. In these discussions, they would try to arrive at some agreement as 
10 what goals should be set with respect to key problems and opportunities. 

One of the most noticeable of management's efforts to idendfy issues of 
importance to the company was the creation of a Government Affairs Department. 
Riplev had long been of the opinion that management was failing to keep closely 
enough in touch with developments in the federal and state governments which 
could affect Zeta's businesses. 


In mid-1976 a new Government Relations Department was created. Its 

charge was to help management to become aware of major governmental issues 
and to help it respond effectively to such developments. One of the early outputs 
from the Government Relations Department was a lengthy memorandum identi¬ 
fying and describing ten major government relations issues for management's 
consideration. To assist managers in their efforts to deal with these issues in their 
operating an strategic plans, special staff assistants worked with them in a 
maimer similar to that employed for planning. 

A weekly Monday-morning senior executive meeting also contributed to 

management s efforts to Identify issues for attention. The meeting was held in a 
special room equipped with audiovisual devices for presentations. 

The practices at Zeta can be related to the various barriers described earlier 
For example, the explicit definition of planning issues that have to be addressed 
and the extensive involvement of a strong corporate staff planner both serve to 
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able to act as a friend in court in arguing the merits of the strategic plan with 
senior managers. In his or her liaison role, the corporate staff planner can also 
contribute to senior managers' confidence in the new Ideas by having served as a 
corporate agent in the process. 

The extensive efforts in Zeta to seek out new issues of importance to the 
company also provides senior management with some reassurance that the plan¬ 
ning being done is what is most relevant to the company’s needs. 

Dealing with Personal Risks 

Many of the practices that facilitated insight and commitment to new 
strategic ideas had to do with lowering the personal risks for the people involved. 
The following discussion makes special reference to two risks: the risk for the 
middle manager of an embarrassing rejecdon of a proposed strategic move and the 
risk for the senior manager in evaluadng proposed strategic moves. 

One way for the middle manager to reduce the risk of having his or her 
proposal cut to pieces by or before his or her superiors was being able to test those 
ideas early in their formation with senior managers. When this was possible, a 
manager could “try out a new idea for size.” A manager could then drop it, modify 
it, or push it, depending on the nature of the response received. 

Open and informal communication between middle and senior levels of 
management provided the best way to accomplish this. In one company, where 
such open communication was limited, the use of task teams involving senior-and 
middle-level managers to deal with specific strategies issues provided the mecha¬ 
nism for the needed informal exhanges. 

These early and repeated exchanges also served to give senior managers 
confidence in a new idea. By being exposed to a new idea as it grows over time, the 
senior executive has an opportunity to shape it and to become comfortable with it 
As was true for Professor Henry Higgins of My Fair Lady fame, the senior 
manager has to become “accustomed to her face.” 

Many of the planning concepts that have been gaining popularity in recent 
years have been particularly helpful to corporate management for tesdng strategic 
ideas. For example, the portfolio planning approach, in its several variadons, 
provides senior management with a powerful tool with which to evaluate a 
business strategy in the context of total corporate cash flows. 

The PIMS program is designed to provide management with an indication 
of the likely effects of various strategic changes. In its 1978 annual report, the 
Norton Company devoted a full page to describing this system. In the following 
excerpt, the CEO explained how it helped him to gain confidence in assessing 
business strategies: 

Imagine for a moment this situation: As a manager, you are faced with the 
question whether or not to invest in a new product just developed by your 
research people. You know about the costs involved, the market, the competition, 
etc. You can guess at how your investment might pay out, but it would be only a 
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guess. Mow imagine that you are given an opportunity to learn what actually 
happened to hundreds of other companies that made similar decisions under 
similar conditions during the past ten years. There is no guarantee that your 
experience will parallel that of others—but you now have a much clearer picture 
of the odds. Your risks are reduced, and your decision can be made with far more 
confidence. 

Even simple concepts can provide a helpful structure for analysis. The 
management of a large company manufacturing industrial products employs a 
test for winning strategies.” The idea is that a strategic proposal must show a 
clear conipetiiiv e adv antage with respect to at least one of the following considera¬ 
tions: input factors (raw material and labor), process, product, selling and distribu¬ 
tion, service, or special. “Trying harder” was ruled out explicitly as a basis for a 
winning strategy. With this simple checklist, management was able to shift some 
mention from what was going to be done to why it would succeed. In practice, this 
outward orientation helped to spawn new strategic ideas. 


folds to Thinking About Strategy 

"Daily routine drives out planning. ”5 Strategic thinking is certainly one of 
the most vulnerable aspects of planning in this regard. It needs constant nurturing 
and protection. Otherwise, it will die or be stillborn. 


Emphasize the strategic concept. One way in which to focus attention on 
the strategic concept isto single it out from the rest of long-range planning for 

special considerauon. Thenouonof “wmningstrategies” described earlier did this 
10 some extent. 

fun ji n $f; M , 0nSanl ° this singling out of the strategic ideas is carried 

timber. The basic strategic concept for each business is stated and evaluated 

uST •’ fr, " I ° ng ' range Plan$ fOT * at b “ s - In ^ the yearly 

updating of the long-range plans, the “business direction paper” that contains the 

W business strategy is “evergreen.” It is reviewed whenever a significant change 

is .o be made to the strategy. The separate existence of the strategy statement helps 

Keep it from being submerged in the welter of planning coSi derations. 

, Sepaf f e /! Vfe ‘ VS - Another to increase attendon to the strateeic con 
cep^s * to schedule enough time for a thoughtful interchange between middle and 

sensor managers in the review nrnmc s tween middle and 

i=ssss-SSsS^S 

toexpto the strategic concepts in depth 

To get thoughtful and thorough reviews in the Norton rv, , . 

sirategv review sessions uv*iv» fu , me lsiorton Company, business 

d« P h e„ g ,« S e dwilhapanialIais JJcpT^TS If 
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A newcomer to Norton’s top management ranks gave his impression of this 

practice: 


I really like the idea of holding strategic review meetings for different 
businesses at different times during the year. By looking at one business at a time, 
we get a chance to focus our thoughts and to concentrate on the distinctive aspects 
of that business. Oddly, the opportunity to go into depth in a given business has 
also helped us to gain new insights for some of our other businesses. 

Coaching. The introduction of good planning concepts, the identification 
of planning issues, and better information about relevant developments in the 
competitive world were important underpinnings for efforts to improve the 
quality of strategy making in the companies studied. But for most managers the 
improved tools were not enough. They needed help in using them. 

The planning instructions and planning manuals on which many compan¬ 
ies rely for instruction were typically grossly inadequate to the need. In at least one 
respect, strategic thinking might be likened to tennis. While some people might be 
able to learn good tennis from a book, most need coaching, and lots of it. This need 
for coaching seemed to hold true for strategic thinking as well for all levels of 
management. 

CONCLUSION 

Managing an organization so as to improve the quality of strategic decision 
making is a very different task from managing an organization to implement a 
strategy'. The central issue changes from one of “how to organize resources so as to 
achieve a strategic concept” to one of “how to get people to discover new ideas and 
to act on them.” Because the requirements for these two tasks differ, and possibly 
conflict, the overall job of the senior general manager is to find a way to accomplish 
both. 

Management has to be realisuc as to how far it can and should go in 
activating strategic thinking. Exhibit 8-2 gives some idea of what the manage¬ 
ments in the Alpha and Zeta companies were attempting to accomplish, each in its 
own way. 

How far to push the curve to the right in Exhibit 8-2 has to be considered. 
The CEO of one of the largest insurance companies put the dilemma in this way: 

There is a need for a delicate balancing act between getting people to look 
ahead and at the same time making sure that someone is minding the store. 

Deciding on the right balance is complicated by the fact that some innova¬ 
tive moves can be more disruptive and distracting than they are constructive. 
Management would naturally like to suppress the former and support the latter. 
The problem of course is that managers often have difficulty in knowing which is 
which. Under those circumstances, the easiest way to reduce troublesome new 
ideas is to reduce all new ideas. 


EXHIBIT 8-2 


Distribution of Innovative Managers 



deariv aCt C ° improve the ^ lk Y of strategic thinking is 

sh r h tr bl - and lOT r T St COmpanieS needed - This Paper has triedto 
shou the complexities of ihe problem managers face in this regard. There are no 

Xu^vnmrffn 011 h ?K-° aChkVe SUCh improvements - As O^en Nash so 

eloquent!} noted m one of his poems: 


In the land of mules; 
There are no rules. 


The .calm of strategic thinking lies in the land of mules. 






1 interviews, I often used the terms strategic thinking and strategy making rather than strategic 
planning so as to broaden consideration beyond formal planning efforts. My interest is to 
examine the whole process leading to changes in strategic commitments. Such commitments 
usually involve the long-term deployment of company resources (people, money, assets, and 
relationships). For me, strategic thinking is concerned with the question of what businesses to 
be in, involving decisions with respect to entry, exit, and the relative emphasis among several 
businesses. Strategic thinking is also concerned with how best to run an ongoing business 
where decisions involve consideration of major new approaches to competing or moves to 
defend against new threats such as might be imposed by government regulations. 

0 Isljive an example, a group of experienced business managers had spent months trying hard to come 
up with a strategy to reverse the serious decline of a key product. The resulting plan, couched in 
the technical language and format of a perfectly good planning system, was little more than old 
wine with new labels. It contained little in the way of new or imaginative ideas, despite the 
considerable effort made. A consultant subsequently suggested an entirely different way of 
viewing the business using the same information. The managers involved readily saw the 
advantages of the new concept over the old and adopted it. One of them lamented, “There the 
solution was, right before our very eyes, and we never could see it. 
errnont Royster, “Thinking Things Over: Inertia and Innovation,” The Wall Street Journal, 
September 12, 1979, p. 20. 

[any 0 f the practices described were newly introduced and consequently sdll had to prove their merit, 
irries March and Herbert Simon, Organizations (New York: Wiley, 1958), p. 185. The authors go on 
to explain this point: “When an individual is faced both with highly programmed and highly 
unprogrammed tasks, the former tend to take precedence over the latter.” 
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Introducing a Formal 
Strategic Planning System in a 
Business Firm 


INTRODUCTION 

This chapter* is designed to describe the development and implementation of a 
formal strategy planning system in a European company, to be designated as the 
VV Company, which is wholly owned by a Japanese corporation. 

First, a brief conceptual framework for strategic planning is presented. That 
framework summarizes the overall approach that we use to guide the strategic 
p ann^ process at W. Then a short, historical background of the W Company is 
presented to helpin understanding its evolution and stage of development at the 

Swnt'f f P ! a if ing syste T Next ^ competitive environment in 
hichW operates is described and broad Statements of the objectives and strategies 

for its major business are provided. This is followed by a discussion ofTe 
segmentation of U s businesses, leading to the definition of its strategic business 

inrf the f §aniZatl0nal changes that have to be made to provide a mean¬ 

ingful strategic focus to W’s actions are identified and the resulting S 
business cycle is analyzed. Finally, a brief conclusion is given. § ® 

p “ iden '“ d 
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CONCEPTUAL FRAMEWORK 


Basic Cycle of Strategic Planning 

Many firms have recognized the need to carry out a formal strategic planning 
process. Normally, a number of activities are scheduled over a full calendar year, 
starring with the release of general guidelines from corporate headquarters and 
culminating in a well-defined budget for the following period. The completion of 
one cycle of strategic planning is followed by the starring of a new one. In this way, 
strategic decisions may be viewed as a final product of a process that may span 
many years rather than as an unexpected and isolated change in direction. 

A formal strategic planning system is focused on the one-year cycle. In its 
initial stages, it is important to recognize the structural components that define the 
setting in which the planning process should be conducted, as they condition the 
overall strategic actions of the corporation. For this reason, we will refer to these 
components as the structural conditioners of a strategic planning cycle. There are 
three such conditioners: the internal structure of the firm, the environmental 
structure that affects the totality of the firm, and the composition of the strategic 
business units, which identify the businesses in which the firm is engaged. 

A formal planning system addresses, first, the characteristics of each one of 
the three structural conditioners and, then, the basic stages of the strategic plan¬ 
ning cycle: objective setting, strategic programming, and budgeting. These ele¬ 
ments are portrayed in Exhibit 9-1. 

EXHIBIT 9-1 

The Fundamental Elements in Formal Strategic Planning 

I Internal 1 
structure | 

Structural 
Conditioners 

Strategic 
business 
units 


The Basic Cycle 
of Strategic Planning 


Objective 

setting 





Strategic 

programming 





Budgeting 
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Identification of Strategic Business Units 

The primary focus of the strategic planning process is directed to a well- 
defined unit of the organization, which is given the name of strategic business unit 
ijSBU), strategic center, or business segment A strategic business unit, is “com¬ 
posed of a product or products lines with identifiable independence from other 
products or products lines in terms of competition, prices, substitutability of 
products, style and quality, and impact of product withdrawal.” 1 

The role of the SBU as the subject of attention in the strategic planning cycle 
may be appreciated when contrasted to attempts to provide strategic obj ectives for 
the overall firm. Normally, objectives that are stated at the corporate level do not 
cam' any operational meaning; for example, “we want to grow at 7 percent per 
yeaT or *Ve have to achieve a 12 percent ROI after taxes.” Expressions such as 
these, which are commonly offered as corporate objectives, are simple motherhood 
statements with very little, if any, practical value. However, by lowering the 
attention to the SBL level, one can begin to perform a rich analysis of the existing 
strengths and weaknesses of each unit as well as opportunities and threats in the 
environment The condensation of all this analysis in the formulation of a 
strategic program will carry a wealth of managerial information. 

The identification of an SBU demands an exhaustive analysis of the segmen¬ 
tation of the overall businesses of a firm. Several criteria can be used to characterize 
a business unit . 2 Some firms define an SBU as a reasonable autonomous profit 
center with its own general manager. This normally calls for a self-standing unit 
m terms of manufacturing, sales, research and development, and other functional 
depanmems. &>m e other firms conceive of an SBU as having a clear market focus 
and idennfiable strategy and an identifiable set of competitors. In either case the 

important concept to bear in mind is that the business strategy is delegated to the 
3lst level. 

The cTuriai issue to be addressed in defining an SBU is finding the largest 
monolithic segment that allows for a proper assessment of internal strengths and 
environmental opportunities and that can be treated as a separate entity in terms of 
tite resource allocauon process. Of foremost importance is the ability for strategic 

re™ tTXT ‘° OPe ”" " SBU “ ,h a M e h Wcl independence w ? h 
respect to other business units in the firm, to respond in an effective way to 
competitive pressures. y 

A ^ section of this chapter contains a detailed discussion on the segmenta- 
on of the \\ Company's business leading toward the identification of itfsBUs. 

Basic Strategic Planning Cyde 

SBUs^n^T’ * e ™ vkomQeht * 1 structure, and the definition of 
Mils constitute the fundamental premises that have to be recognized when 

mi uaung the strategic planning process. Our attention now will be focused on the 

Process description of tin strxegic phoning cyde A fo. conceptualiza- 
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tion of this process may be established by distinguishing two hierarchical levels in 
business firms: the corporate, or central, level and the business, or SBU, level. 

The primary roles assumed by the corporate level are, first, to provide initial 
expectations, guidelines, and directives and, second, to consolidate and sanction 
the proposals being presented from the business level. At the SBU level, the initial 
guidelines provided by the corporation are translated first into broadly defined 
strategic options (action programs). In turn, these are reviewed by corporate 
officers to ensure their consistency with corporate resources and goals. After this 
initial stage, more specific and detailed strategic programs emerge at the SBU level 
that must go to a second round of corporate consolidation. The process finally 
terminates with the preparation of detailed budgets. 

Exhibit 9-2 illustrates the interaction existing between corporate and SBU 
levels in the realization of the strategic planning process along the three major 
stages of objectives setting, strategic programming, and budgeting. 

Although the previous discussion merely recognizes two hierarchical levels 
in the planning process, some corporations tend to insert one or more intermediate 
levels to coordinate the activities of related business units. Later we address the 
definition of the strategic planning cycle for the W Company, which involves four 
hierarchical levels. 

Moreover, the process captured in Exhibit 9-2 does not detail the role played 
by hierarchical levels below the SBU. These levels typically functional units, 
contribute the detailed disciplinary knowledge required to flesh out the strategic 
programs and budgeting stages. By collapsing the role played by the SBU manager 
and the functional departments into one single hierarchical stage in our discus¬ 
sion, we are stressing the need to reconcile two main issues in the strategic 
planning process: the corporate portfolio and the development of each individual 
business of the portfolio. 

Another notion emerging from Exhibit 9-2 is the recognition that strategic 
planning is neither a top-down nor a bottom-up process. Rather, it involves a 
complex iterative interaction among the hierarchical levels in the firm. The full 
extent of this interaction is not captured in that figure, which presents only the 
major tasks that the formal planning process is supposed to complete along one 
realization of a planning cycle. 3 

Major tasks in the strategic planning cycle . The major tasks to be under¬ 
taken when implementing a full cycle of the planning process are presented in 
Exhibit 9-3. The sequence of these tasks closely follows the outline in Exhibit 9-2 
showing the participation of different hierarchical levels along the stages of the 
planning process. (The numbers in both figures are consistent.) 4 

A BRIEF BACKGROUND OF THE W COMPANY 

The W Company was founded in 1923 in Stuttgart, West Germany, as a family- 
owned company. At the beginning, the company concentrated on developing and 
manufacturing radios. The expansion of the company’s product line was linked 


EXHIBIT 9-2 

The Basie Strategic Planning Cycle: Process Description 
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closely with the technological developments of the electronic industry in Ger- 

many. \\ nev er had its own basic research unit. 

F ™ m *e start of World War II until the 1950s, company sales were well 
be.ow 10 milhon DM, an extremely small business even at that time in the 
industry. With the introduction of TV broadcasting in Germany in 1955, W 
entered that market and total sales escalated to 20 million DM by the early 1960s. 

A major change in the company’s strategy took place with the entry of the 
pandson of the founder into a top management position. W changed its policy 
from that of a trend follower with low profitability and low profile to th^Tof^ 

Slw rlf * iT d pOS1Uon u w ’ lth a ver >' contemporary design. The distribution 
po cy changed from a very broad coverage to a highly selective dealer network 

dwndenSoSthe“ CXP ° n market Technologically, it remained 

to frSd ^ C °r v ? aeat ^^cturers, as the company did not have 

resources to fund its own basic research. 

r«„!r Jk!! Strate f- ° l high QUality ’ exceIlent design, and selective distribution 
f capid increase m sales to 100 million DM by 1971. To absorb the sales 

grow th, considerable investment was made in 197S to expand production capacity 
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situation, compounded by an erosion of quality standards resulting from the 
expansion of color TV businesses and the product variety in the audio businesses, 
forced the family to sell the company. 

W was acquired by a Japanese corporation, which sought an opportunity to 
establish a manufacturing base in Europe. The strategy behind this acquisition 
was to provide research and development and production support to the W 
product brand, which was positioned at a market different from that of the existing 
Japanese brand. 

The former owner of W was kept in place as general manager and was given 
added resources to strengthen the development of the W brand. However, he did 


noi adjust himself to the new conditions imposed by the large mul tinational 
Japanese corporation and resigned in 1976. By then the company had lost its 
direction and had a significantly weakened brand position. 

A professional manager was hired to assume the responsibilities of restruc- 
tunng the W Compjany. His charter included the building of all the managerial 
talent required to regain the W brand’s idendty, which was very much in danger. 
The task of hiring the appropriate managers and structuring their responsibilities 
took about a year to be consolidated. After this was accomplished, a commitment 
to introduce a formal strategic planning process in the company was made. 

To facilitate that effort, three professors from M.I.T.’s Sloan School of 
Management were invited to conduct a one week workshop with all the top 
managers of W. The primary objective of the workshop was to provide an 
educational experience leading to action in the company. To satisfy this objective, 
two basic goals had to be accomplished. First, the fundamental concepts, tech¬ 
niques, and processes related to planning and control were instructed. Second, a 
complete cycle for the planning and control process was conducted with the active 
paruapauon of the executives represented in the workshop. This led to a recogni¬ 
tion of the major activities that had to be undertaken in the development of a 
formal planning and control system at W. 


A pomt worth stressing is the role played by six young professionals who 
h ere teed duectly from universities to provide staff support to the W managers in 
this effort. These trainees were assigned to gather all the necessary data prior to the 
seminar, which they attended. After the seminar, they were in charge of providing 
day-to-day support to the management team in all the aspects pertaining to the 
design and implementation of the formal planning system. 


W. COMPANY’S OBJECTIVES 


Audio and Video Businesses 

Prior to providing a statement of the W Company’s objectives it is imoor 
tant to understand the overall nature of the audio and video businesses The 
of consumer etouies can be divided info live major produ“oS 

1. color TV 

2. home video 
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3. hi-fi 

4. mono radio, including portable radios and dock radios 

5. accessories 

In the world market there are three regions of supply and three main regions of 
consumption: 

L Japan and Southeast Asia 

2. North America 

3. Europe 

Exhibit 9-4 summarizes the position of the three major suppliers in the world 
market by product category. 


EXHIBIT 9-4 

Significance of Industry Groups in the Main Markets 
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° Average position 
00 Weak position 
— No position 

It is important to recognize the position of each of the product categories in 
each of their respective life cycles. Color TV, hi-fi, and mono radio are in a mature 
stage; accessories, especially tapes, are in a rapidly growing stage; home video is m 
an embryonic phase. 

Regarding the position of the W Company in those markets, W only 
produces color TVs and hi-fis, each product category accounting for roughly the 
same sales volume. However, the Japanese mother company has complete product 

coverage. . , 

The W Company’s total color TV line is based on one screen size (26 ) and 

one chassis. Model differentiation is mainly done through design and featuie 
changes. The 26" screen size represents 78 percent of the total European continen¬ 
tal color TV market, which explains W’s concentration on that size screen, n 
research and development and manufacturing, there are close ues to the mother 
company, but, in marketing and sales, both brands compete with each other m the 
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European market. All color TV models are final assembled in the W Company’s 
own facilities, because of technological differences and certain patent and import 
restrictions. W has considered an extension of the product range, including entry 
into the home video business (adopting different screen sizes) and adding a 
monitor business. 

The product range of the W Company in hi-fi is much wider and spans from 
single-end components to low-end compacts. Audio products range from those 
that are completely designed and manufactured by W to those that are totally 
procured from the mother company. The support being given from Japan is 
essential to W, as the audio business is characterized by large product variety and 
short product life cycles. Also, W*s and the mother company’s brands compete in 
the audio market. 


Primary Objectives of the W Company 

The W Company has three primary objectives: 


1. To have an active presence in both the audio and video businesses. This is 
desirable because of great synergism between those two businesses. From a 
production standpoint, efficiencies are obtained from joint parts procurement, 
incoming inspection, automatic parts insertion, and so on. From a market and 
sales standpoint, synergism is obtained through the sharing of distribution 
channels, sales forces, and consumer groups. 

2. To keep a sound business base in Germany. This results from long-term strategic 
interests of the mother company and from existing patent and import constraints 
that prevent certain Japanese products from penetrating in some European 
markets. For example, Japanese manufacturers cannot export color TV sets of 26" 
or 22* to Europe, and they face import restrictions for tuners in France and Italy. 

3. To improve its current profitability. In color TVs, this implies achieving at least a 
minimum sales volume to sustain a reasonable profitability with its one-chassis 
product In audio, it is required to offer a broad product line that keeps up with 
imt-changlng trends, necessary for recognition as a hi-fi manufacturer. 

VV's Distinct Positioning 


Whkh in decolor TV business is 
drammed by large Eumpan manufacturers and in the hi-fi business is domi- 
natedbylarge Japanese manitfecmren. What can a middle-sized company such as 

IhhSiTT ““ mp< ^ b1 ' forSucha acri *e board 

ZjrtSS mTTT “ “ ZL da “' T “ a “ Ume = posidoning in 

tnose businesses. This is what is referred to commonly as “finding a niche ” 

hisrh TV^ P 1 ™ 131 "}’elementsofW’s business position: attractive design 

Ingh quality, mid a total user’s concept. A brand-image study conducted bUW 
showed that the company had a very surma imaae fVL • Q “ ctea w 

design, which was one of the strongest historical features of W^hne Howev^ the 
study also tttd,cated a fairly ptarr rankbrg „„ technical qua„VIn 

qualm is mainly attributed to good picture image and high reliability Jin Lhefa-fi 
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business, quality encompasses a much wider range of issues linked to advanced 
technology, features, outside finishing, and performance. 

Maintaining its tradition for good design is an obvious strategy on which W 
can build, because there is a broad discriminating market willing to pay a 
premium price for a product with superior aesthetic design. Moreover, by channel- 
img its efforts in this direction, W will be confronted by only three potential 
competitors, only one of which operates in both the color TV and hi-fi businesses. 

With the additional available resources generated by the Japanese mother 
company, it makes sense to adopt a second dimension of strategic positioning 
concerning a high-quality image. 

The third dimension for the distinct company position, as an umbrella for 
all products, is the so-called user’s concept. In an industry that is plagued by an 
extraordinary segmentation of individual products, W has the philosophy of the 
concept of the total package, targeted to individual customer groups. Rather than 
selling speakers, tuners, amplifiers, cassette recorders, and so on as independent 
products, W has developed total systems for well-defined market groups. For 
example, there are W system components oriented primarily toward the youth 
market low in price, fashionable, and aggressive in design. There are low-priced 
concepts for more conservative target groups at a lower end of the income level 
who are seeking a complete one-piece solution. There are middle-price compo¬ 
nents with clean and functional designs for those with high aesthetic standards 
looking for long-lasdng goods. The total systems produced and marketed by W 
cover a wide range of values from U.S. $600 to U.S. $8,000. 

Design and Quality of all different product families are made under the same 
standards; however, they reflect the specific needs for the different target groups. 
The advertising and merchandising is done along the different system position¬ 
ing, maintaining some common guidelines to keep a distinctive company 
identity. 

Description of W's broad strategies 

Having explained the principal objectives of the W Company, we now turn 
our attention to the broad strategies that would allow W to attain its major 
objectives. The primary issues to be addressed are what markets to serve, what 
products to use in those markets, what new products to develop, and what 
production technologies to use. 

Markets. With regard to the geographical locations to be covered, W will 
concentrate on Europe as the main target area. In Germany, France, and Italy, W is 
committed to having its own sales force and logistics capabilities. In other Euro¬ 
pean countries, W will be represented by qualified agencies. Some flexibility has to 
be maintained to seize opportunities available within Europe as they emerge. 
From a pricing standpoint, W will concentrate on the middle and high ends in 
color TV and hi-fi. In the remaining product categories, there is an intent to 
penetrate in the home video market as soon as possible. In the accessories business, 
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it should studied whether the available resources from the mother company can 

be utilized by the W brand. 


Color TV product line . W should concentrate on the one-chassis color TV 
line to achieve high productivity resulting in low costs. During the first stage, 
production should be concentrated in one of W’s plants, to permit high manufac¬ 
turing volumes. All color TV products should meet the highest standards in 
picture quality, design, and reliability. The high-end products should also present 
the state of the art in tone quality and features for convenience, including tuning 
and remote control. W should provide both wood and plastic cabinets to satisfy 
specific consumer needs. The total user concept applied in the audio business 
should be included in the development of the home video business. It is expected 
that W will enter the small-screen-size color TV market on an original equipmen t 
manufacturing basis by 1980, maintaining the same criteria for design, quality, 
and user concept 


Audio product line. The total user concept should be the anchor of W’s 
strategies in this business. All income levels should be covered, but special empha- 
sis should be given to the youth segment. The high-priced products should 
integrate all state-of-the-art features and technologies; the low-priced products 
should concentrate on trend features and trend specifications. All products should 
have a high standard in design, quality, finishing, and reliability. By 1980, middle- 
and high-priced products should be developed and manufactured by W. Middle- 
t° low-priced products, which can only be manufactured competitively in large 
quantity, should be based on the mother company’s concepts and manufactured in 
lorn -cost countries. All W products should be distinctly different from the mother 
company's products and should satisfy the Carman standard for hi-fi products. 

New products. Home video and accessories are the new product categories 
to be introduced in 1979 and 1980. They should be distributed through the existing 
channels and be consistent with W’s strategic position. Accessories, especially 
video and audio tapes, microphones, headphones, and pickup systems, should 
commute a new business entity ready to develop other businesses. 


Production. The two existing W plants should be integrated into the 
overall international production capabilities of the mother company. One plant 
concentrating on the production of color TV, is expected to double its output over 
the next wo years. This will require a change in the plant layout and a significant 
capital investment, whose payback period should not exceed three years. The 
second plant should concentrate on manufacturing high-priced audio products 
and speakers for the W brand as well as speakers and tuners for the mother 


SEGMENTATION OF THE W COMPANY'S BUSINESSES 

A Amdamaol sup in the development of the planning system is the recognition 
of the vanous business segments in which the company is engaged. We fSlnd it 
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useful to consider two different dimensions in which to perform this segmentation 
for W. The first is the traditional product-market structure. The second looks at 
the customer needs that are satisfied by the various W products. 

Segmentation Based on Product and Market Structure 

To characterize W’s business segmentation based on this dimension, we 
identified three hierarchical levels of increasing detail for each one of the three 
major industries in which W operates: audio, video, and accessories. 


Level 1 

Level 2 

Level 3 

Audio 

Product group 

Individual product line 

Video 

Product group 

Individual product line 

Accessories 
(in planning stage) 

Product group 

Individual product line 


First level of segmentation: Industry characteristics. The broadest classi¬ 
fication of W’s businesses is in accordance with their respective industrial charac- 
terisdcs: audio, video, and accessories (in the planning stage). These three different 
industries have distinct characterisdcs, not only from a technological point of view 
but also from their saturadon levels, consumpdon needs, life-cycle considerations, 
competidve structure, and so on. 

The video industry, composed primarily of color TV and home video, has 
the following general characteristics: 

1. long model life cycle (three years) 

2. few comped tors (ten to fifteen) 

3. reladvely stable market shares 

4. different regional standards 

5. dominance of local industry 

6. high saturadon and mature markets 

7. uniform price structure 

8. small product differentiation 

The primary characterisdcs of the audio industry are 

1. short model life cycle (below one year) 

2. many compedtors (more than a hundred for most categories) 

3. fluctuating market shares 

4. international standards 

5. dominance of Japanese industry 

6. still-growing markets but starting to mature 

7. high product variety with fashion trends 

8. high differentiation performance and price 
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Second and third levels of segmentation for audio industry. A second level 
of segmentation recognizes the different product groups in a given industry. For 
the W Company, the audio product groups are divided into three major categories; 

1. middle- and high-priced product lines developed and manufactured by the W 
Company 

2- middle- and low-priced product lines based on product concepts of the mother 
company and manufactured in low-cost areas 

3. speaker product lines 

Each of these product groups can be segmented further into individual 
product systems based on distinct user concepts. This differentiation is captured at 
the third level of segmentation, which defines the individual strategic business 
units for the audio industry. 

Second and third level of segmentation for the video industry. A similar 
criteria for the second and third level of segmentation can be applied to the video 
industry. 

The second level represents four major product groups: 

1. the color TV, one-chassis product line, developed in partnership wi th the mother 
company and manufactured with W Company's own resources 

2 . original equipment manufacturing product lines, which constitutes a new busi¬ 
ness arm for W 

3. home video product line, a category just being developed, with market characteris¬ 
tics similar to those for color TV 

4. video monitor product lines for semiprofessional and professional use 

Each of these product groups are differentiated further at the third level of 
segmentation, based not only on different user concepts but also on the specific 
markets they serve. This last differentiation emerges from the different specifica- 
tions of the broadcasting specifications of the various European countries. As was 
the case m the audio industry, the third level defines the different SBUs for the 
video industry. 

Accessories. This business entity is still in the planning stage and a detailed 
business segmentation has as yet to be developed. 

The segmentation just proposed is extremely helpful in identifying specific 
objectives for the development of each individual business of the W Company in 
accordance with the opportunities that each business provides. The SBUs iden¬ 
tified as a result of this segmentation process constitute the primary focus for 
^^cplanningand for the allocation of the overall resources of the company to 


Segmentation Based on a Discretionary Spending Analysis 

An entirely different view of W’s businesses starts with the recognition that 

r ‘ti 7“j an “ ,o ,he br ° ad 

spending. We therefore lookedat how the various product lines of W contribute 


to 



Introducing a Formal Strategic Planning System in a Business Firm 155 


satisfying consumer needs associated with discretionary spending. The areas of 
such spending were classified as follows: 

1. traveling 

2. entertaining 

3. hobby 

4. physical exercise 

5. fashion 

6. education 

7. convenience 

8. art 

9. status symbol 

10. home improvement 

Because W products belong directly to the entertainment category, we dropped 
this dimension as a discriminator among the different product lines. Moreover, the 
art and physical exercise categories were also dropped as W products did not seem 
to contribute there. 

For the purposes of this analysis, W products were classified in the following 
ten categories: 

1. color TV line “object” 

2. color TV line “integral” 

3. color TV portables 

4. home video recorders 

5. system component line “JPS” 

6. compact line “40/41” 

7. component line “module” 

8. component line “lab zero” 

9. speaker line “direct” 

10. compact line “concept” 

A product line not considered in this approach is the color TV monitor line, as it 
has a very specific market outside the general consumer business. 

Exhibit 9-5 depicts what specific consumer need, in addidon to entertainment, 
is partially fulfilled by each product line. The classification of a color TV table set 
as a status symbol, a color TV portable as a convenience item, or a system 
component family as a fashion item leads to quite different segmentation from the 
one suggested before. Because this positioning concept is central to the W Com¬ 
pany, we found it important to consider this dimension in the structuring of the 
formal planning process. 

Strategic Resource Units 

To ensure that the consumer needs dimension is brought into strategic 
planning thinking at W, seven “strategic resource units” (SRUs) were formed 
along the seven areas of discretionary spending identified in Exhibit 9-5. Each of 



EXHIBIT 9-5 


Contribution of W Product Lines to Consumer Needs for Discretionary Spending* 



these groups is composed of eight people, from different hierarchical levels and 
tuncnonai areas, interested in the given segments. 

The ^ Rl S WOrk under the S iven guidelines of the general company’s 
strategies. Their objective is to find out to what degree existing product lines can be 
improved in. their positioning to fit better into certain consumer need categories 
anc to identify potential consumer needs that are not yet covered properly. 

Frequent discussions in these groups and biannual presentations to the W 
Company s operating committee should ensure that the structuring of the busi- 
ness m consumer concepts is maintained as a specific strength of the W Company 


t HE ORGANIZATIONAL STRUCTURE 


A Business Orientation in the Organizational Design 


Pri« to the introduction erf strategic planning in the W Comoanv its 
organization was structured in a very conventional functional forniZid 
m Exhibit 9-6. A change m this organizational structure was needed ^facilitate 
the implementation of a strategic planning process with a e 
toward the dev elopment of the various business segments of W. Thric^^ralS 





EXHIBIT 9-6 


Original Organization of the W Company 



for a formal recognition of audio, video, and, subsequently, accessories, as distinct 
entities of the total company’s business. 

A straightforward solution to facilitate the emphasis on the development of 
this business would have been to adopt a fully divisionalized structure having 
audio, video, and, subsequently, accessories as autonomous units with full and 
independent funcdonal support. This solution, however, was unacceptable due to 
the small size of the W Company. A compromise between a fully functional and 
fully divisionalized structure had to be found. 

The solution accepted is shown in Exhibit 9-7, which recognizes three 
different types of managerial functions: 

1. service functions, which are finance, and personnel, and organizational 

2. operational functions, which are production and sales, and 

3. business functions, which are audio, video, and, subsequendy, accessories. 

There is a strong need to integrate these functional activities, which is 
accomplished by the strategic planning process, by committee work, and by 
various coordinating mechanisms. 

The business function managers are the key individuals responsible for the 
coordination of their corresponding business strategies. The audio and video 
functions are differentiated further to reflect the second and third segmentation 
levels of each of these businesses, as described in the foregoing section. 

The primary organizational responsibilities are as follows: 

General manager. His maj or role is to contribute to the definition of broad 
objectives for the W Company; to set up the initial guidelines for the planning 
process; to provide consolidation, validation, and final sanctioning of resource 
allocation among business and functional areas; to approve the operational 
budget; and to monitor overall performance of the W Company. 

W's operating committee. This is the key coordinating body of W. The 
committee is composed of the general manager and the managers of each function 
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Present Organization of the W Company 





Aidas Group Vidas Group 

Audio Video 


of \\ (service, operational, and business). The committee formulates specific 
company objectives, balances the portfolio of the total company businesses, 
oversees the preparation of the company budget, and develops and implements 
appropriate control instruments. This committee has the strongest influence in 
shaping \\ s strategic directions. Each of the six functional managers has one 
trainee in his or her personal staff. These trainees are essential to providing 
technical inputs to the planning process. Clearly, the managerial responsibilities 
rest on the functional managers, but the trainees are a great source of technical 
support in the detailed matters pertaining to the preparation and evaluation of the 
strategic programs and budgets. Moreover, bemuse the trainees meet regularly 
among themselves, they provide an important second level of coordination in the 
planning process, which assures consistency and uniformity in the individual 
programs and budgets. 


The business managers. The primary responsibility of the business manag- 
ers is to coordinate all managerial activities pertaining to their individual busi¬ 
nesses. They are responsible for setting strategic objectives and allocating resources 
among the various product groups within their businesses. In the budgeting 
process, they are ultimately responsible for obtaining well-balanced marketing 
and research and development funding to support their respective businesses 


b j Pro ^ uct Grou P managers and R&D managers. Each business manager has 
Product Group and R&D managers reporting to him or her. It is at this level in the 
organizational hierarchy at which the SBU responsibility is located. Product 
Group.managers and RfcD managers are trained to influence the direction of the 
mdiv idual product lines, within their product groups, in accordance with market 
needs and technological developments. This close linkage between R&D and 
Product management is necessary' in an industry characterized by a very high speed 
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of technological innovation. The focus of responsibility for a given SBU normally 
resides in the Product Group manager. However, in those product lines strongly 
affected by rapid technological changes, the responsibility might shift to the R&D 
manager. This requires both the Product Group manager and the R&D manager 
to work very closely and to assume joint responsibility for the development of the 
SBUs. Often the technical developments, more than real consumer needs, in¬ 
fluence the cost structure of a product line, which is paramount to thesuccess of an 
SBU. 

The strategic resource units. As has been discussed, the SRUs are not 
integrated formally in the hierarchical structure. They are, rather, ad hoc groups of 
people who generate creative ideas involving and identifying the total potential of 
the company’s employees in the strategic planning process. 

The Formal Planning Cycle 

As we have indicated, the implementation of strategic planning rests heavily 
on the definition of a formal planning cycle. The cycle identifies the inputs to be 
made by the key organizational levels in accordance with a well-prescribed 
sequence. 

Exhibit 9-8 illustrates the planning cycle adopted by W. Due to the need for 


EXHIBIT 9-6 

W’s Formal Planning Cyde 
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final approval by the Japanese corporation, and the strong coordinational re¬ 
quirements because of the rapid rate of change in the technological environment 
of W, it is not surprising to detect a high degree of complexity in the planning 
cycle. The numbers in Exhibit 9-8 characterize key decision points that can be 
summarized briefly as follows: 

1. Formulation of planning guidelines for the W Company by the Japanese 

corporation. 

2. General midrange objectives for the business and line functions at W’s company 

level. 

3. Specific midrange objectives for the product groups by the business managers. 

4. Strategic programs recommended for specific product lines and consolida ted into 
product group strategies by SBU managers. 

5. Evaluation and approval of resource allocation for each SBU; consolidation of 
SBU plans into a general business strategy. 

6. Review of business plans; consolidation of company strategies; allocation of 
company resource. 

7. Corporate review; approval of company strategy; allocation of corporate 

resources. 

S. Definition of company’s budget objectives. 

9. Development of marketing strategies for the audio and video businesses. 

1ft. Development of marketing plans for product groups. 

11. Consolidated marketing plans for the audio and video businesses. 

12. Company review and approval. 

13. 14. Functional and financial budgeting, involving business, service, and opera¬ 
tional functions. 

13. \\ Company’s review few all functions approval. 

ItL Company budget approval by Japanese corporation. 


CONCLUSIONS 

The major emphasis in this chapter has been the description, in fairly conceptual 
terras, of the efforts undertaken to develop and implement a strategic planning 
process at W. It is important to underscore that, from the outset, we had a 
framework to provide us with concrete guidelines in this difficult task. At several 
stages in our work, we found a great need to refer back to that framework to 
redirect our efforts. We wanted to share broad concepts and ideas with our readers 
skipping the host of technical details that would have, perhaps, obscured our 
message and divulged confidential information. We had also decided not to 
e a borate on the variety of tools pertaining to portfolio analysis, business profiles, 
competitor analyses, financial analyses, and budget preparation. To do so would 
have expanded this chapter prohibitively. Moreover, such tools have received 
extensive coverage in other published sources. 

Themost important outcome of this task, which was initiated by an intense 
one-week seminar with the total involvement of the key managers of the W 
Company, was a strong altitudinal change on the part of those managers. When 
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we started our project, we met a group of very competent managers with strong 
functional orientations. They were extremely knowledgeable in their respective 
fields of specialization (research and development, production, sales, marketing, 
finance), but they had little awareness of the broad and complex managerial tasks 
necessary to provide a strategic direction to the W business. After a full year of 
intense work, which included an important educational experience, a significant 
reorganization, and an active participation in an orderly planning process 
oriented mostly to motivate creative thinking, those managers had developed a 
mature understanding of the general management problems. This seemed to us to 
be the most significant payoff resulting from the implementadon of a formal 
strategic planning system. 

NOTES 

1 Arthur D. Little, A System for Managing Diversity (Cambridge: Mass.: Arthur D. Little, December 
1974). 

2 D. F. Abell and J. Hammond, Strategic Market Planning: Problems and Analytical Approaches 
(Englewood Cliffs, N.J.: Prentice-Hall, 1979). 

s This interactive view of the planning process was first formalized by Richard F. Vanril and Peter 
Lorange, “Strategic Planning in Diversified Companies,” Harvard Business Review t VoL 53, 
No. 1 (January-February 1975), pp. 81-90. For a discussion of pitfalls commonly observed in 
the practice of planning, see Peter Lorange, “Implementation of Strategic Planning,” Chap. 3 
in Amoldo C. Hax, ed. Studies in Operations Management, (Amsterdam: North-Holland, 
1978). 

«For a detailed description of each individual task, refer to Amoldo C. Hax and Nicholas. S. Majluf, 
“Towards the Formalization of Strategic Planning—A Conceptual Framework,” Randall 
Schultz, ed. in Applications of Management Sciences, VoL 1 (Greenwich: JAI Press, 1981). 
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The Increased Relevance of 
Ranning: A Case Study, 
1950-1980 


INTRODUCTION 

Of all themes heard from strategic planners, perhaps the best known is that for 
consideration of “the long-term” and a protest erf “the short-term” focus they 
condnually observe to be the emphasis of management systems, management 
concerns, and management decisions. On the other hand, most of the examples, 
case studies, and illustrations used by planners deal with the design of a strategic 
planning system to meet the firm’s planning needs at the moment. Little attention 
is paid to the relationship among the changes in the film (which can be wrought 
by changes from without or from within, including the successful implementa¬ 
tion of strategy), the resulung changes in the need for strategic planning, and the 
changes in the strategic planning system that would be appropriate in maintain¬ 
ing its usefulness to the firm and its management. 

The result of this kind of analysis is a tendency for “long-range planners” to 
view the long-range needs of the firm and ignore the long-range dynamics of their 
own funcuon. This chapter*is an experiment in viewing the generation and 
evolution of strategic planning in a firm from the long-range perspective. The 
importance to the reader is intended to be the nature of the experiment rather than 


•This chapter is prepared by Ben C. Ball, Jr., Alfred P. Sloan School of Management 
Massachusetts Institute of Technology. 
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any intrinsic value of the case itself, although, of course, it is hoped that the 
particulars of the case are not without significance, applicability, and interest 
The experiment here is to begin developing a method for taking the broad 
historical perspective on the evolution and relevance of planning systems. This 
should enable strategic planners to move in the direction of taking a broad, future 
perspective on their own function rather than to “make it” through each day, one 
day at a time, immersed in pushing management toward looking more to the 
future and urging them not to get bogged down in day-to-day matters. 


LONG-TERM TRENDS: AN EXAMPLE 

This case study is something of a diary, the author having been associated with the 
planning activities and their changes in Gulf Oil Corporation from 1954-1978. 
The dates in the title are therefore intended to be imaginal rather than precise. This 
thrust toward imaginal authenticity rather than precision of data is endemic to the 
chapter, for what we seek here is a picture of the various concurrent trends and how 
they interact with the strategic planning process. We will examine not events but, 
rather, long-term trends in the natures of the environment, of the business of the 
management, and of planning as a part of the planning system. In this, our 
approach is truly an experiment, and its context must therefore be appreciated for 
its objectives to be appropriated. 

Gulf, of course, is a large, mature, technically oriented, publicly held firm in 
a mature business that is coming into increased public view and is becoming 
increasingly regulated. This same descripuon fits a significant number of the firms 
in the "Fortune 500,” including automobiles, steel, chemicals, food, computers, 
and air transportation. The implication is that an examination of Gulf, as a case 
study, could have significant importance to a high proportion of business, espe¬ 
cially if the percentage is taken on the basis of gross revenues. That is, most of the 
revenue of the Fortune 500 is accounted for by businesses fitdng the descripuon just 
given. Therefore, it is not unreasonable to expect that the case study undertaken 
here has very broad applicability. 


POPULAR PLANNING 

My colleague, Don Collier, in Chapter 12 of this book, quite effecdvely throws 
down the gauntlet to these kinds of firms and demonstrates in an exddng way in 
which they in fact can, consciously and deliberately, reap the benefits to be derived 
from exercising the discipline of strategic planning. However, Borg-Warner's 
experience is the challenge for the very reason that it is the exception . We will 
present here what amounts to the other side of the coin; that is, “useful” planning 
happens, and must in fact happen, to some significant degree in all such firms, 
even with little or no conscious effort and with even less acknowledgment or 
recognition. The argument that this leads to is the following: Because “planning” 
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is inevitable, a conscious effort to (I) systemize the effort and (2) manage its 
evolution is preferable to an amorphous and unmanaged natural evolution. 

Planning Defined 

Key' to this argument is an arbitrary but highly pragmatic (although not 
satisfying academically or theoretically) definition of “planning.” We mean here 
by “planning” the de facto procedure, formal or informal, by which the direction 
of the firm is managed, consciously or unconsciously. It is real rather than “good,” 
used rather than “imaginative.” The definition applied here attempts to eliminate 
the value judgment pertaining to the quality of the planning and focuses only on 
its utility. It deals not with the “ought” but, rather, with the “is.” This definition 
asks only with old-fashioned simplicity, “What decision-making process is used 
by the principle decision maker” and does not require that the process be housed in 
some organizational unit? How does the CEO spend his or her time? The answer 
may well be more cultural than formal. It may be that this kind of definition can 
only be applied from the historical perspective. A corollary may well be that it can 
be applied better by someone outside the firm. At least, that is the perspective 
applied here as the foundation that “planning” is natural and even unavoidable. 
The only real choice is between conscious (managed) planning and unconscious 
(evolution by trial and error, Le., natural selection) planning. It is from this view 
that we shall set out to track “planning.” 

Relevant Planning 

In this tracking of “planning,” it is the “relevance” we wish to consider— 
whether it increases or decreases. As used here, the dynamic of relevance has two 
dimensions: the criteria and the elements. Hie criteria fall into three categories. 

Relevance Criteria 

The first criterion of relevance is the replicability of decisions. That is, they 
are thought through and are not the result of inspiration, genius, or “seat of the 
pants” judgments. For us to consider planning relevant here, the decision-making 
process should be transferable and, therefore, not essentially dependent on the 
particular individuals involved. It must be able to be described and therefore 
changed. 

The second criterion of relevance is the conscious consideration of the future 
implication of a decision. The decision, therefore, must be from other than habit 
and directed beyond the operational mode. 

The third, and most important, criterion is a comfortable usage by the 
executives. This usage might even be internalized. But it is neither imposed upon 
them nor is it given only lip service. It Is the one that is really used. 

It can be seen from these criteria that planning need not always be relevant or 
.that it can vary' in relevance from time to time. For example, a classic bureaucracy 
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would be judged to have planning of low relevance in that decisions emerge 
amorphously from middle management and flow downward for execution while 
they flow upward for de jure approval. Top management has no de facto ability to 
initiate or control, although it may occasionally (but not too often) exercise veto. 
In essence, no one is in charge. Decisions occur, but without meeting any of our 
three criteria. In the top-down, bottom-up taxonomy, this type of management 
might be called middle-up. At best, upper management acts as a sort of filter. 

Another sort of management that would exemplify low relevance would be 
the one-man, near-mystical style of the kind attributed by the press to Howard 
Hughes. Although this may seem a caricature, it serves to illustrate the kind of 
management exercised by many an executive who depends for input for his or her 
decisions only upon his or her own experience and the advice of his or her personal 
guru, meditadve council, or brain trust. 

Of course, at the other end of the spectrum are the firms with highly 
articulated planning systems imbedded in future orientation and forming a right 
arm of the top executive. In these General Electric- and Texas Instruments-type 
firms, planning is certainly relevant by our criteria. However, to use them as 
examples of relevance for I might give the reader the idea that “professional 
planner Y’ agreement with the de facto strategy or his or her acceptance of the 
process by which it is selected has anything to do with what we mean here by 
“relevance/’ Here, “planning” could be a professional planner’s nightmare, and 
no one in the firm need admit to or know anything of strategy—and it still has 
relevant planning by our criteria—if the firm’s decisions are replicable, future 
oriented, and internalized by the executives. 

Elements of Relevance 

The other dimension of planning relevance is contained in its seven ele¬ 
ments. The first is the organizational basis for the firm. That is, upon what criteria 
is the firm organized—what characterizes the overriding framework for the organi¬ 
zation? Examples here might include geographical, functional, historical, busi¬ 
ness, customer, market, and so on. 

The second is the kind of planning issues (i.e., planning tools) that are 
considered by the firm, whether or not they are considered to be planning issues or 
tools, and regardless of the name by which they are called. These range from 
operational coordination to strategic redirection. 

The third is the type of management issues of concern to the executive. This 
is the element that refers to the substance of the business that is in the center of 
management consciousness and could include growth, profitability, narrowing of 
options, explosion of options, and so on. 

These first three elements relate to the content of planning. The remaining 
four relate more to the process. 

The fourth has to do with planning styles, that is, decision-making style. Is it 
Theory X or Theory Y, top-down or bottom-up? The fifth is the planning form, 
the dynamics and tools within the planning system. The sixth is the planning 
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organization itself and its relationship to the corporate organization. Where is the 
staff support located organizationally? Is the planning organization centralized or 
decentralized, discrete or integrated vis-a-vis other management, staff or line. 

The seventh element of planning relevance, often called “internal consis¬ 
tency,” is vary close to planning relevance itself. It has to do with the breadth and 
depth of use of what we are calling planning. It also has to do with the degree of 
integration and compatability of this planning with the total management system 
of the firm: organization, rewards, personnel, accounting, control, and so on. This 
element is intended to deal with the “ad hocery” of decisions, on the one hand, and 
their assimilation into the culture and nature of the firm, on the other. 


GULF OIL CORPORATION, 1950-1980 

The content of each of .these seven planning relevance elements for Gulf Oil 
Corporation for the period 1 950-1980 appears in Exhibit 10-1. This is intended to 
be something of an imaginal view rather than an historical revelation, the objec- 

EXHIBIT10-1 
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tive being to track what we are calling “planning” in the context of its elements, so 
that we can discern the direction of its relevance from the trends we observe. 

Do not be misled by the nonlinearity of the ordinate. The uneven spacing of 
the time coordinate was selected to accommodate the data and discussion that are 
presented here. No apology is offered regarding the perspective that is obviously 
reflected therein, that is, that more clarity is perceived, more importance is at¬ 
tached, and finer delineations are therefore possible the more recent the period 
under study. 

Before 1974 

Gulf was organized functionally until 1965. Correspondingly, all the plan¬ 
ning issues were functional, although the degree of sophistication increased from 
volumetric integradon to capital budgeung to profit budgedng. This progress was 
much slower than in the other “defense” industries coming out of World War II, 
probably because of the cash-rich position of all oil companies from World War II 
through 1974. Although they were subject to business cycles, investment oppor- 
tunides simply did not keep pace with internally generated cash. Among other 
things, this resulted in huge investments in refineries and in marketing facilities 
operated at little or no profit. In retrospect, we can now see that the underlying 
issue was the leveling of U.S. reserve position, leading to the peaking of produc¬ 
tion and almost inevitably resulting in a shortage of good investment opportuni¬ 
ties, an excess of cash, and little perceived need for sophisticated management or 
control systems. 

About 1965, Gulf was reorganized along geographical lines, but with each 
geographical entity organized functionally. Whereas prior functional planning 
had led intrinsically to suboptimization, the functional planning now led to 
suboptimization by geographical areas. This highlighted the problems and led by 
1970 to interfunctional planning on a geographical basis, that is, business plan¬ 
ning by geographical area, with volumetric coordination among areas. 

All during the period since World War II, the environment of the petroleum 
industry had been evolutionary, and forecasting (i.e,, projecting the future on the 
basis of the past) was an adequate planning form. However, as is generally true in 
this type of environment, the “hockey stick” syndrome was unavoidable: We will 
solve all our problems in the next few years, which will depress profits; then, profits 
will climb without limit, forever. 1 

The planning organization was highly decentralized, determined largely by 
the bottom-up (or middle-up) planning style. 

In addition to the obvious disruptions of the 1973-1974 embargo, the pivotal 
change of 1974 was a significant shortage of cash relative to investment opportuni¬ 
ties or even relative to investment obligations. Thus, a firm and an industry, that 
had never been required to deal seriously with debt and finance issues now found 
itself forced to deal with huge resource allocation issues. This was accommodated 
within the element of planning issues by shifting from project evaluation to the 
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assignment of priorities to programs and within the elements of planning organi¬ 
zation and style by moving toward more centralized planning and more top-down 

direction setting. 

This shifting in the nature of planning brought to the attention of manage¬ 
ment the implications of a shift in its role. Establishing program priorities on a 
portfolio basis was seen as a more powerful and appropriate management style 
than was project approval. It was seized as the instrument for reorganizing the firm 
along business or “strategic” lines in preparation for more effectively dealing with 
the world of the 1970s and 1980s. 

In 1975, this reorganization was accomplished, the central planning issue 
being as follows: What is the direction of the firm to become, and what role will 
each organizational unit play in moving in that direction? The management 
issues were of evaluating opportunities and threats and alternative responses 
thereto and of considering various diversification moves. Both planning style and 
organization became quite top-down and centrally oriented, as fundamental 
issues were being daft with in every functional, geographic, and business area. 

In a very real sense, 1975-1976 was the period of intense and fundamental 
analysis and soul searching. During 1976, some of the intense questions that were 
being raised seemed to begin receiving answers, and some of the fundamental 
issues being grappled with seemed to begin being put to rest. As reflected in 
Exhibit 10-1, planning issues moved from theconsideradon of strategic options to 
the strategy development of the selected options into concrete alternatives. The 
management issues, correspondingly, dealt with directing the firm along the 
chosen course. 

By 1977, the 4 ‘business-strategy” organization had moved to “business-func¬ 
tional." Admittedly, this dynamic is especially difficult to track, because the 
business-strategy' reorganization of 1975 followed lines of demarcation not differ- 
em from those one might have drawn using functional criteria. Only the intent 
was new, not the lines themselves. The planning issue was execution of the 
selected strategy and the development of appropriate performance controls. The 
direction of the firm was primarily a concentration on the traditional business. 
The planning organization became less centralized, and planning style began to 
become more homogeneous throughout the hierarchy as strategy and direction 
stabilized. 

In the present (1978-1980) period, the central management issue is recom- 
mkmem to traditional business, and the regrouping and consolidation of all 
forces and resources is around this direction and thrust. The central planning issue 
is cash management and the fine tuning of marginal resource allocations. Project¬ 
ing is the principal planning form, suitable for the same kinds of reasons that 
forecasting was suitable prior to 1974. The planning organization becomes in¬ 
creasingly decentralized, appropriate to the planning style typical of a stabilized 
homogeneous strategy, a planning style that could be characterized as monolithic’ 



Internal Consistency 

The argument here is that, in its long-range aspects, planning is, in fact, 
consistent internally with the business environment as discerned by management 
and with the style that management adopts to cope with that environment. More 
important, we argue that, in general, consistency increases with time. That is, any 
friction or divergent trends that might cause inconsistency or decrease consistency 
are swayed, in fact, toward conformity. Perhaps it is only in retrospect that this can 
be seen, for in the short term the debates can be heated, new approaches strongly 
defended and strongly attacked, and changes in process adopted without real 
effect. 

It seems upon reflection that what we have just said here must necessarily be 
so. The alternative to increased internal consistency would be a move toward 
anarchy, which in itself would be quickly self-correcting in any firm that is 
required to operate in the public view and within the rigors of the marketplace. 

CONCLUSIONS 

We have tried to illustrate here, if not to prove, that planning in a firm will change 
as a funcdon of management issues, management style, and management itself. In 
a firm that is to be ongoing, we have also tried to illustrate that planning will also 
increase in relevance. Planning, as we have defined it, is in fact relevant; it is that 
portion of the decision-making process that is in fact relevant. 

The interesting issue, then, is whether or not planning will lead or lag 
changes in management issues, management style, and management itself. Plan¬ 
ning is an unavoidable reality within a firm, as is, say, communications. The 
question is. Will it be allowed to evolve, by trial and error, with thesurvival of the 
fittest (i.e., most consistent, most relevant) or will its changes be managed? 

It seems that there are great possibilities for leverage in managing the change 
in planning as a method of managing the firm. There are significant costs 
associated with planning either leading or lagging changes in management 
perceptions at all levels throughout the firm and significant advantages to be 
gained in terms of maintaining maximum consistency and relevance for plan¬ 
ning. One would expect the effort expended in maintaining this consistency and 
relevance should be small in relation to its benefits; however, it is only top 
management that can effectively perform this function. Staff and support work is 
possible and even necessary, but management of the decision-making process, and 
of changes to it, requires the attention, involvement, interest, and commitment of 
the CEO as a part of his or her management responsibility, or else this function 
becomes simply another facet of the trial-and-error evolution of planning. 

Perhaps planning, as a function and as a discipline, is unique in this way. 
We say this, it is hoped, without being egotistical or parochial. Perhaps it is 
because of the early stage of planning as a discipline. Perhaps other functions, 
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such as accounting or operations, contain within themselves self-correcting ad¬ 
justment procedures so that they automatically change in these management 
elements. As yet, planning does not. Our perception is that, on the whole, 
“planning” happens, naturally, with or without a formal recognition or system. 
Usually the system does not conform to reality and therefore is at best a burden and 
at worst a hindrance to management. As the management elements change, 
planning changes, with lead or lag, but the system does not change. 

An acknowledged and conscious management of planning and the appro¬ 
priate system or systems would assure greatest possible use of the firm’s resources in 
making the decisions that are important to the firm’s future, as perceived by the 
management This would involve not only anticipating possible changes in the 
business environment and in the issues that will be facing the firm, but also 
anticipating the changes in management style and in the process of decision 
making that will permit dealing with them in the most effective ways. 

The development of this ability could very well provide the firm with a 
significant advantage over its competition, which would be very difficult to emu¬ 
late. Perhaps we are all now aware that change is the important reality of our time 
and that the key to success is effectively managing this change. The conscious 
management of planning offers the opportunity of managing the management 
process so that change itself can be managed most effectively by the firm. 


NOTES 


*Thc term “hockey slick” or “checkmark” comes from the shape of the profits or cash curve when 
pted against time. It decreases steadily for a couple of years, then climbs steadily thereafter. 
Ibm, the same projection is repeated, year after year. 
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On Acceptance of 
Strategic Planning 
Systems 


INTRODUCTION 

The question addressed in this chapter* is how to get an organization to accept a 
formal system of strategic planning. The observations presented in response to this 
question are based on direct experience with a strategic planning system at EG&G 
Inc 7 

By way of background, EG&G is a highly diversified, high-technology 
company serving specialized industrial and government markets. In 1978, EG&G 
became one of the “Fortune 500” companies, and sales reached $400 million. From 
a 1972 base, this represents a sales growth of 23 percent per year. During this same 
period, reported earnings per share increased from $0.65 to $2.45 per share for an 
arrival growth rate of 24 percent. Return on equity has increased steadily and 
reached 26 percent after taxes in 1978. In the most recent listing of the “Fortune 
500,” EG&G ranked eleventh among the five hundred companies in return on 
equity and twenty-second in total return to investors. 

A strategic planning system was introduced on a companywide basis in 
1971. Although evolutionary improvements have been made since that time, the 
essentials of the 1971 system have remained unchanged. By the end of this year we 
will have completed nine annual planning cycles. The planning system has 
become a basic ingredient of the management style used. 


•This chapter is prepared by George H. Gage, Vice President, EG&G, Inc. 
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Strategic planning, at its present state of the art, means different things to 
different people. As a consequence, very different kinds of strategic planning 
systems based on different concepts are in use today. Before presenting any 
observations on the original question of acceptance, therefore, we will describe the 
underlying concepts and characteristics of the EG&G system on which our obser¬ 
vations are based. 

To do this, the initial negadve predisposition of an organizadon to the 
establishment of a formal planning system is discussed first. Then the rationale of 
an approach to overcome this resistance and to contribute value to the manage¬ 
ment of the organizadon is presented. These considerations lead to the two 
principles that underlie the EG&G system. The way in which these principles are 
applied is expanded upon and the condidons that appear to be necessary for this 
type of planning system to be effecdve are presented. 

For the planning system thus described, the potendal benefits are then 
delineated, and the issues related to inidal and ongoing acceptance are discussed. 
This discussion is then extended to the related issue of need for flexibility in the 
system. 


THE BASIC PROBLEM 

To expect an organizadon to accept a formal planning system is to expect a great 
deal. The predisposition of a typical organization to such a proposed system is 
automatically negadve. Any formal system that purports to deal with important 
decisions and, indeed, with the future of the organizadon is immediately suspect. 
To the line organizadon, it represents both a threat to and an encroachment on 
exisdng management prerogatives. To many, it will appear as yet another needless 
staff activity. 

The proposed system will be evaluated by comparing the benefits to the 
costs although this evaluation may be formal or informal, conscious or uncons¬ 
cious, rational or emotional. The perceived “costs” will include concerns such as 

Does it threaten my stature and power base? 

How much of my present freedom will I lose? 

Will the time it will require from the organization be worth it, particularly when 
compared with alternate uses of critical management time? 

Will it disrupt the exisdng culture and management style? 

The potendal benefits will be examined in terms of questions such as 

How t will it benefit me? 

How will it benefit the organizadon? 

How will it contribute to the solution of any real problem that we have now? 

How can I measure the results? 

Lnless some significant clearly perceived benefit exists, the net trade-off 

between these cost and benefit questions will likely be negative. 
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In some cases, a “repairing the roof syndrome” may exist; that is, when it’s 
raining you can’t repair the roof, and when it’s not raining you don’t need to. 
When an organization has severe operating problems, it is difficult to invest the 
management time necessary to introduce a strategic planning system, even if it is 
agreed that it would be useful. When an organization is performing well, it may 
not appreciate the need to make such an investment. 

Finally, for some organizations, a future may not exist that is both acceptable 
to all concerned and feasible to achieve. In such cases, a process of realistically 
characterizing the situation and openly probing the alternatives could be viewed 
by at least some of the management as a process to be avoided. Resistance can 
therefore be expected to any system that would deal openly with issues that are 
perceived by the participants as sensitive. 

The foregoing considerations can represent substantial initial resistance to 
the establishment of a formal planning system. 


THE BASIC APPROACH 

The only way in the long run to overcome the substantial resistance described is for 
the planning system to contribute sufficient visible benefit to the organization to 
make the effort and investment in the system worthwhile. 

The issue then becomes one of planning substance: How good is the 
planning itself? Can it add real value to an organization? Can it demonstrate 
benefits in a specific time and place? 

These questions, however, raise an apparent dilemma. How can a planning 
system add real value to an organization whore the general manager and Ms or her 
management team know the business far bettor than anyone else? From what 
perspective realistically can a general manager, and particularly a competent and 
successful general manager, be told how to run Ms or her business bettor? 

The answer does not lie in the planner’s becoming so immersed in the 
activities of the organization that he or she can then formulate Ms or her own 
opinions of the future, which may or may not be at odds with those of the general 
manager. The only possible value being created hare is whatever value is associated 
with that of a second opinion (which may not be wanted). This approach does not 
lend itself to replication throughout a large organization and has the undesirable 
aspect of actually competing with or second-guessing the general manager. 

The most useful answer to this apparent dilemma is often achieved by 
directing attention to strategic decisions. The making of proper strategic decisions 
is critically important to the future of the organization and is often most difficult. 
At the same time, the need for these decisions is often unrecognized, and the nature 
of these decisions is not well understood. By contributing technology, language, 
and structure to the process of making strategic decisions, strategic planMng can 
make a distinct contribution that is useful to both the general manager and Ms or 
her organization. 

As used here, strategic decisions are management decisions that have to do 
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with the organization’s reason for being, its goals, and the basic courses of actions 
to achieve its goals. Other types of management decisions can be classified as 
structural decisions {related to how the resources should be organized) and opera¬ 
tional decisions (i elated to “doing the job”). 

As it works out, strategic decisions are very different in their basic nature 
from structural decisions and operational decisions. 

Superficially, strategic decisions differ by being infrequent and nonrepeti- 
tive. In terms of numbers of decisions, structural and operational decisions proba¬ 
bly constitute more than 99 percent of all management decisions. And, although 
repetition characterizes structural and operational decisions, the typical general 
manager rarely encounters the same strategic problem more than once. This 
infrequency suggests that the general manager is not necessarily subjected to an 
automatic learning process that would develop his or her skill in making strategic 
decisions. 

But a more fundamental difference exists in terms of the mechanism for 
initiating these decisions. Problems in the structure of the organization—in terms 
of work flow, procedures, or reporting relationships—quickly become obvious 
and tend to force structural decisions to be made. Similarly, problems in the 
operadonal aspects of the organization—in terms of bookings, purchasing, hir¬ 
ing, production, shipping, scheduling, and so on—become immediately apparent 
to all concerned. Again, the problems will force operational decisions to be made. 

In this respect strategic decisions are different. No natural or automatic 
mechanism exists in the organization to force a strategic decision. The need for a 
strategic decision may not be evident. Indeed, the symptoms of strategic difficuldes 
are often interpreted as relating to structural or operadonal problems. The net 
result: Strategic problems don’t necessarily force strategic decisions. 

Strategic decisions are complicated further by the fact that they are difficult to 
make. For oiganizadons who compete for survival, the strategic decisions need to 
be made m the context of the competidon and have to do with winning or losing. 

In these cases, the informadon on which to base the strategic decision is always 
inadequate. What the major competitor is thinking, what his or her intentions are, 
and how he or she will react to your actions are all necessarily unknown. The 
strategic decision must always be made in the absence of complete information. If 
the general manager waits for “more data” and “more studies,” he or she will 
simply not make needed strategic decisions in a timely fashion. 

Yet, despite all these difficulties in making strategic decisions, proper stra¬ 
tegy is critical to success. An old military maxim says that, with a sound strategy, 
some tactical errors can usually be tolerated and the activity will still be successful! 
But, if the underlying strategy is faulty, no amount of operational effort can 
overcome this disadvantage. An organization with a faulty strategy faces a difficult 
future indeed. 

So, if we bring together these characteristics of strategic decisions (i.e., they 
are not forced, they are difficult, and they are critically important), we have an area 
erf management that is not easily or automatically done well. In fact business 
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history and military history are replete with examples of monumental strategic 
errors. It has been estimated that perhaps one third of the businesses in the United 
States are today operating with inappropriate strategy. 

We therefore have a high-leverage area. Modest improvements in the quality 
of strategic decisions can make large differences in operational performance. It is 
in this area that planning can probably make the greatest contribution to an 
organization. 

These considerations then lead to what some believe is the first basic princi¬ 
ple of strategic planning and that is 

Formal planning in an organization 
should focus on strategic decisions. 

To be useful to the organization, however, these strategic decisions must be 
translated into specific actions by the organization. The benefits from improved 
strategy can be accrued only from the results of such implementing actions. To 
complete the planning task, therefore, formal planning activities should facilitate 
the translation of the strategic decisions into parameters relevant to the subsequent 
management of the organization and the measurement of its performance. A 
second principle, complementing the first, then becomes 

The operational activities of an organ¬ 
ization should derive directly from 
the strategic decisions. 

This means that the formal planning in an organization should produce outputs 
that express the strategy in operational terms from which specific actions can be 

taken. 

These two principles represent an approach to planning in an organization 
that, it is believed, has a high potential for contributing value to the organization. 


DEVELOPING THE STRATEGY 

In applying the two principles dted, we have found it necessary to better under¬ 
stand the subject of strategy. We have identified a conceptual model for strategic 
decisions, defined the required dimensions of strategic decisions, and introduced 
vocabulary to permit more precise communications about strategy. In general, the 
better the concept of strategy is developed, the better the strategic decisions can be. 

In developing strategy, the beginning point is to identify and define the 
strategic elements of the organization. The working definition of what constitutes 
a strategic element differs from organization to organization. It is useful to 
consider that each strategic element must have an underlying justification for its 
existence or a “reason for being”; that is, it must provide something of value to 
serve some need external to the organization. If the strategic element is then defined 
in terms of this basic output and the external need served, the factors that relate to 
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its viability can then be identified. By adding consideration of both direct and 
indirect competitive efforts to serve the defined external need, a very fundamental 
characterization of the element can be established. From this fundamental charac¬ 
terization, the strategy for the element can be derived as a function of the differences 
from the major competitors and the changes taking place in the relevant external 
factors. 

For a business organization, a strategic element would normally consist of a 
particular set of services or group of products serving a particular market segment. 
With only rare exceptions, an organization will have more than one strategic 
element. Because strategic elements are defined in terms of an external need, they 
need not—and usually do not—correspond directly to the organization’s structure. 

What is important is that each strategic element requires a distinct strategy. 
This strategy should be delineated in terms of where to compete (with what 
products, in what markets), how to compete (with what performance, at what 
price) and when to compete (the timing issues). It should also include the results to 
be achieved in this competition. A good strategy should take advantage of relative 
strengths, minimize the effects of relative weaknesses, and create a new condition of 
competitive balance in which it is difficult for the competitor to counter. 

Not only is strategy needed for each strategic element, strategy is also needed 
at levels above the strategic element. In the case of a military situation, for example, 
the distinction can readily be made between the strategy for a particular battle (the 
strategic element) and the higher levels of strategy needed for the overall conduct of 
the war. 

Note that the nature of these higher levels of strategy for an organization 
differs from the nature of the strategies for a strategic element. The strategy for an 
element has to do with winning or losing a competition in the external world. The 
essence of the higher strategy is to integrate the actions of the constituent strategic 
elements in such a way that a coordinated approach to the achievement of the 
organization’s overall goals results. 

As pan of the higher strategy, available resources are allocated among the 
several elements consistent with their strategies, and each element then assumes a 
particular role in the overall plan. The higher strategies can also be considered as 
providing whatever recondliadon is needed between the performance goals of the 
organization and the performance expected from the existing set of strategic 
elements. It would include, therefore, whatever new initiatives or new investments 
are needed. It would also establish priorities and relative emphasis among the 
various element strategies. 

Together, the strategies for the strategic elements and the higher strategies 
constitute the key high-leverage strategic decisions on which the future of the 
organization will depend. 


TRANSLATING THE STRATEGY 

TTie strategic planning task does not end with the development of the strategies, 
e strategies must then be translated into parameters relevant to the management 
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the organization and the measurement of its performance. The important 
-inciple here is that, once the strategies have been developed, the organization's 
rtivities and investments should flow from the strategies. The strategies become 
e source of all direction and the framework for all actions. They are in effect the 
►urces of everyone’s marching orders. 

The resources required by the organization can be derived directly from the 
atements of strategy. In the business case, the statement of strategy determines the 
pital additions required, R&D programs required, marketing required, and 
•icing investments needed. Similarly, the strategy signals what actions and 
suits are required from each of the functional areas of the organization. In the 
isiness case again, the strategy determines the outputs needed from manufactur- 
g, marketing, engineering, purchasing, and so on. 

All these requirements and activities can then be brought together and 
pressed quantitatively. In business, the future aspects of the strategy can be 
presented numerically in conventional financial P&L, balance sheet, and cash 
>w formats. Also, the strategy usually involves key events that are not directly 
ident from the numerical representadon. Such strategically important events 
n be treated as ‘‘milestones.” Examples of milestones include the date of new 
•oduct introductions, date for installation of new equipment, date of a pricing 
tange, and so on. The financial representation then, together with the mile- 
anes, portray how the strategy is expected to evolve in a given time period. 

Note that, after the basic strategies have been developed, translated into 
^rational parameters, and represented in financial format and associated mile- 
ones, we have a written strategic plan. When properly developed, this strategic 
an becomes managements' most basic document. 

From a strategic plan, shorter-term operational plans (e.g., one-year plans) 
n be derived. Such operational plans should always be developed in the context 
and consistent with the basic strategies. The operational plan and its associated 
ldgets should be viewed as representing an effective continuing implementation 
the strategic plan and as providing a scoresheet for progress during the next time 
niod. Note that with this approach, budgets, programs, and priorities are not 
tablished independently; rather, they are determined by the strategy. 

To complete the overall system for managing an organization, a control 
stem is required. The operational plans and associated budgets provide the link 
jtween the strategic plans and the monitoring and feedback functions of the 
mtrol system. Also from the strategic plan, a variety of speciaiizedand functional 
ans can be readily derived. Such plans can include facility plans, capital addition 
ans, cash and financial plans, personnel requirements, marketing plans, R&D 
ans, and management development plans. In effect all such plans are representa- 
>ns of the strategy as viewed from a particular specialized dimension. 


IST1TUTIONALIZING THE SYSTEM 

he previous two sections have presented considerations relative to developing a 
ngle strategic plan. We now turn our attention to the additional considerations 
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involved when we attempt to institutionalize this process, namely, that of estab¬ 
lishing a strategic planning system for developing s trategic and operational plans 
throughout the organization on a regular basis. The five conditions following 
must be satisfied if the system is to be effective and gain acceptance. These are of 
sufficient importance that they may be considered “imperatives.” 

First, strategic planning must be “mainstream” to the management activi¬ 
ties of the organization. It should be viewed as the fundamental activity of the 
organization from which its other activities derive. If strategic planning is viewed 
as an off-line or staff activity that occasionally issues reports or makes recommen¬ 
dations, it is not likely to be useful. Or, if strategic planning is viewed as “forms to 
be filled out for headquarters” and is not used directly by the organization for its 
own benefit, the system is not realizing its potential. 

The second imperative is that the actual strategic plan must be developed by 
the line organization that will subsequently be responsible for its implementation. 
Unless this organization develops the plan and feels a sense of ownership, no 
commitment to its implementation can be expected. 

The corollary to this statement relates to the proper role of the planning staff 
specialist. This person should be the force within the organization dedicated to 
achieving effective strategic planning, the designer of the strategic planning 
system, the salesperson for strategic planning, and a resource to assist the line 
management in strategy development and plan preparation. The staff planning 
function should be small, nonthreatening, and catalytic; line managers should 
find it worthwhile to talk to the planner. 

The third imperative is that the planning system must provide an absolute 
discipline to force a periodic review of strategy. After a strategic plan has been 
completed, it is very tempting to assume that the strategies won’t need revision for 
an indefinite period. Our experience indicates that strategies need to be reviewed 
formally at least once a year. In some cases changes in strategy have been required 
between the yearly reviews, but, whether or not a change in strategy is needed, the 
yearly reaffirmation of the strategy has proved to be a worthwhile use of manage¬ 
ment time. Haphazard or irregular attention to strategic planning cannot yield 
timely or high-quality strategic decisions. 

The fourth imperative is that control must derive directly from the strategic 
plan. The operational plan should be completely consistent with and in the 
context of the strategies involved. The control activities should be related directly 
to this operational plan. Thus, the day-to-day managing of the business relates 
back to the strategic plan. Indeed, unless this coupling exists, the strategic activities 
will become irrelevant with time. 

Hie final imperative is that every aspect of the strategic planning process 
should be kept as simple and as straightforward as possible. Theplanningsystem 
should not ask operations for anything that the operations people don't need for 
themselves anyway. The documentation required should be straightforward and 
be kept to a minimum; it should avoid the impression of being bureaucratic. 
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Strategic issues are inherently complicated; the planning system should assist in 
achieving proper decisions, not in further complicating the problem. 

If strategic planning is based on the two principles presented earlier—that is, 
focusing on strategic decisions and having the operational activities derive from 
the strategic decisions—and established as a system consistent with the imperatives 
discussed earlier, the probability of its being effective will be enhanced greatly. The 
more effective the system, the better will be its chances for acceptance. 

Benefits 

An important factor in the acceptance of strategic planning by an organiza¬ 
tion is the organization’s perception of benefits to be realized. It will be useful, 
therefore, to identify what these benefits really are. 

For a strategic planning system based on the principles discussed in the 
preceding sections, the major benefits can be identified as follows: 

1. Better performance . To whatever extent improved strategies are developed 
and implemented, correspondingly better performance can result 

2. Improved sense of direction. The explicit strategies developed proride an 
overall framework and sense of direction for the organization. This can lead to 
more effective day-to-day decisions and to more focused efforts by the 
organization. 

8. Increased understanding. The process can contribute to increased understand¬ 
ing of the business and to improved communications about the business, both 
within the organization itself and to higher levels of the overall organization. 
This results in greater confidence in the business both up and down the 
organization and in more informed support from higher levels. 

4. Earlier warning of problems. A strategic inconsistency or a weak strategy 
signals an area to be watched. Often problems can be caught at the strategic 
element level long before a loss situation develops for the organization. 

5. More effective decentralization. In effect, the system prorides a scheme for 
delegation in a diversified organization. By establishing agreed-upon strategies 
and implementational plans, decentralization of structural and operating 
decisions can usefully be achieved. 

Acceptance of strategic planning by an organization will depend on these 
benefits being credible and being important. These benefits, however, are not 
equally important to all levels in the organization or to all organizations. 

For example, the fifth benefit—more effective decentralization—might be 
particularly important to the chief executive of a rapidly growing, highly diver¬ 
sified organization who is becoming increasingly concerned with his or her 
management problem. On the other hand, none of the benefits might be of interest 
to the chief executive of a highly successful small business with only a few related 
strategic elements. That C.E.O. could conceivably view the first three benefits 
enumerated as not needed (he or she “is already there”) and the last two benefits as 
not relevant. 
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Thus, the difficulty of gaining acceptance will differ from organization to 
organization, in part as a function of the jxwived importance < if the liencfits. Even 
under circumstances most favorable to strategic planning, however, a distinct 
selling effort on behalf of the planning system will be required. 


ACCEPTANCE 

In the first secdon of this chapter, the factors that predispose the typical organiza¬ 
tion against the introduction of a planning system were presented. In the preced¬ 
ing section, the benefits that could be expected from a soundly designed strategic 
planning system were listed. These benefits, although very significant, may take 
several years to realize. The initial problem of acceptance, therefore, is to be able to 
realize the longer-term benefits in the face of the existence of immediate negative 
factors. 

The initial impetus to introduce strategic planning into an organization 
must come from a decision by the organization’s chief executive. This initial 
impetus must have sufficient momentum to override the negative factors until the 
benefits are seen clearly. In practice this requires determination on the part of 
management to stay with the process for several years. During this period the 
support of the organization’s chief executive is critical. Without this support, 
establishment of a planning system is not possible. 

When planning is first introduced in an organization, the management team 
must leam the language and mechanics of the planning system as well as deal with 
the substantive issues of the particular plan being develojx-d. Fortunately, after a 
few planning cycles, familiarization with the system is gained, and the planning 
efforts can then be directed almost entirely to the substantive issues of the plan. 
When this point is reached, the efficiency of plan preparation, as well as the quality 
of the plan, improves dramaucally. 

It has been our experience that with time—perhaps two to three years—those 
involved in the planning process will usually see the benefits of this activity. Even 
after the planning system has gained initial acceptance in an organization, how- 
ever, continued acceptance and viability are not automatic. 

Basically, ongoing viability of the planning system requires the continual 
realization and recognition of the benefits contributed by the system. Practically, 
this means that with time more and more members of management must become 
convinced of the value of strategic planning to the organization. If the planning 
system continues to gain support throughout the organization, its effectiveness 
will increase, and it will increasingly become mainstream with respect to how the 
orgamzauon is managed. If the planning system fails to gain support, it will 
flounder and eventually be discontinued. 

The difference between the planning system’s continuing to gain support 
throughout the organization and losing support in the organization may not be 
arge. ven with a well-designed and soundly based system, factors are ever present 
in any organization that resist continued acceptance of such a system. These can 
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include resistance to the discipline that the planning system necessarily imposes, 
resistance to investing the time required by planning in view of already busy 
schedules, and resistance to working on long-term strategic issues in view of 
pressing short-term problems. 

To deal with these ever-present forces requires continuing positive support 

from the chief executive and other key line managers. The support required 
includes participating actively in the process, giving high priority to planning, 
and being recognized as a strong planning advocate. The more extensively this 
broad support to planning extends from the chief executive to other managers in 
the organization, the greater the probability that the planning system will con¬ 
tinue to be accepted. 


CHANGE AND FLEXIBILITY 

In the early period of our strategic planning system, we had concerns that after 
several cycles the planning system would become routine and lose its then high 
level of interest and subsequently its importance. Now that we are in our ninth 
annual planning cycle, we can say that such has not been our experience. 

A number of dynamics exist that keep strategic planning from becoming 
routine. First, factors external to each strategicelement continually change. These 
include technological, social, political, economic, governmental, and environ¬ 
mental factors as well as continual changes in customers, competitors, and suppli¬ 
ers. These changes often trigger changes in strategy. Sometimes more profound 
change is required, such as a change in the basic concept of the business, which 
requires redefining the strategic element. These changes in turn trigger the process 
of rethinking the higher strategies of the organization. 

In an environment of change, the ability to adapt and evolve is critical to 
survival. In the planning system described, the key to flexible response is to change 
the strategy whenever conditions so require. Indeed if the strategies are not 
changed to correspond to changed conditions, the planning system will produce 
organizational rigidity rather than the desired ability to cope flexibly with change. 
The annual review of the strategy, the twice-annual planning meetings, and the 
general understanding that strategies should be changed whenever necessary all 
contribute to the needed strategic flexibility. 

Probably the most common criticism of formal planning systems is that they 
stifle innovation and creadvity. In most fundamental terms, the planning system 
described here produces a set of strategic decisions from which the activities of the 
organizadon derive. Nothing inherent in these principles speaks either for or 
against innovation; the planning system itself is neutral. Presumably, any set of 
strategies could be chosen, including strategies that would dedicate the organiza¬ 
tion to the process of innovation. 

What can impact on innovation, however, are the values and goals that are 
superimposed onto the planning framework. For example, either explicitly or 
implicitly, every organization establishes priorities and values among such goals 
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as consistency of growth, higher but more erratic growth, stability of work force, 
tolerance for risk, and the degree to which earnings are protected at the expense of 
other activities during a market downturn. The planning system itself can tolerate 
widely different sets of priorities and management cultures. Indeed, the existence 
of a planning system is likely to force resolution of the prioriues among the 
organization’s goals. 


CONCLUDING REMARKS 

In the preceding sections, the principles of the specific approach to strategic 
planning used by EG&G have been presented along with the major considerations 
that seem to be necessary for the planning system to be effective. The system is 
characterized by developing an explicit strategy for the organization and then 
using this strategy as the basis for the operational management. 

For an organization to accept a planning system of this type, the major 
argument can be summarized as follows: 

1. In any organization factors exist to resist the introduction of a formal planning 
system. 

2. In the long run, the only way to overcome such resistance is for the planning 
system to contribute real and significant benefit to the organization. 

3. To make such a contribution, planning should focus on improving strategic 
decisions and in helping to translate these strategies into specific actions by the 
organization. 

4. The benefits from such strategic planning may take several years to develop to 
the point where the benefits are generally recognized. 

5. In termsof gaining acceptance, the initial problem is to continue the planning 
process in the face of the factors resisting its introduction long enough to 
realize the benefits. During this period, the support of the organization’s chief 
executive is critical. 

6. Experience indicates that most of the people involved in the planning system 
will come to recognize its benefits before the initial period is over. 

7. After the planning system has gained initial acceptance, however, ongoing 
acceptance is not automatic. A set of factors (different from those resisting 
initial acceptance) is present in any organization that tends to resist continuing 
these activities. 

8. To overcome these ongoing factors, continuing support from the chief execu¬ 
tive and all other key line managers is needed in the form of their giving high 
priority to planning and participating actively in the process. Such active 
management support, together with the continuing recognition of significant 
benefits from the planning system, are the keys to ongoing system acceptance. 

The planning system described here, although very simple in concept, 
requires significant management effort and skill for it to be implemented effec¬ 
tively and for it to be accepted generally by the organization. The results obtainable 
from the system appear to justify such an effort. 
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Strategic Planning as a Tool for 
Adaptation and Integration 


INTRODUCTION 

This chapter* describes Borg-Warner’s strategic management system, how it relates 
to planning, and some of the results that have been achieved with it. It also 
describes how the system is being used and the planning that supports it as a tool 
for both integration and adaptation. 

Among the characteristics of Borg-Warner’s strategic management system 
that we like best is its adaptability. This is a characteristic that is necessary to any 
management system that hopes to succeed. A corporate management system has to 
fit the corporate culture and have the ability to evolve with that culture in a 
complementary way. The planning system that underlies it should be an agent for 
change, guiding and often prodding the corporate culture, but always remaining 
in easy earshot so that reciprocal communication is loud and clear. 

Borg-Wamer is a multinational, multiindustry company. Its operations are 
decentralized as relatively autonomous divisions. These operating divisions are 
formed into six major groups in which there is some compatibility of markets or 
technology, or both. The heads of these groups report to the president and chief 
operating officer who in turn reports to the chairman and chief executive officer. 


♦This chapter is prepared by Donald Collier, Senior Vice President, Corporate Strategy, 
Borg-Wamer Corporation. 
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The staff officers responsible for key functions, including corporate strategy, also 
report to the C.E.O. 

The Policy & Planning Committee, which is the senior management com¬ 
mittee of the company, consists of the three senior staff officers, the president, and 
one group head on a two-year rotating basis and is chaired by the C.E.O. It is 
responsible for allocating the resources of the corporation. Each of the key 
resources—money’, technology, and people— is represented on the Policy & Plan¬ 
ning Committee by one of the members. 

Theodore Levitt of the Harvard Business School, in an article in Fortune in 
December 1978 about the “science of management,” said, “There is only one way 
to manage anything, and that is to keep it simple.” 1 Well, most readers will surely 
agree with that. 

STEPS IN PLANNING PROCESS 

First we intend to describe the seven major steps in our strategic management 
system and show how they’ simplify the job of managing the corporation. Each of 
these steps repeats each cy cle of our planning system and are, of course, iterative as 
they are being carried out The first step is initiated by the senior corporate 
managers. Those are the individuals on the Policy & Planning Committee who, 
with the approval of the board of directors, set the goals of the corporation. These 
goals typically include less cyclicality, higher margins, quality of earnings, and a 
desire for excellence, financially and oonfinandally. Following the goal setting the 
corporate managers must develop a method, or strategy, to achieve these goals. 
Borg-Wamer’s agreed-on method of reaching its current goals is spelled out in the 
corporate “strategy statement” that was adopted in 1976. This will be renewed later 
in this chapter. 

The next step is taken by the division managers, with help from the group 
managers and with agreement by corporate managers, whose task is to decide 
exactly what are the businesses in which they are engaged. That is, they must 
separate the overall business into units that can be sorted out and analyzed. For 
example. What is the market this business serves? What are the products we serve 
these markets with? Who are our competitors in that market? 

This breakdown must be made in a very precise way. It must be made 
objectively and with as little emotion as possible to develop the best possible 
strategy’ to compete in each market. It also has to be made in terms of a team of 
people (or a potential team) who will be responsible for carrying out the strategy 
and to whom the company can allocate resources. For our purposes, we call these 
teams (or potential teams) strategic business units (S.B.U.s.). 

The third step involves the managers of each of the strategic business units 
wrho must now analyze the current position of their units. Their purpose is to 
develop cost-effective strategies to compete in their markets and thereby achieve 
goals that are compatible with the overall corporate goals. They must enumerate 




Strategic Planning as a Tool for Adaptation and Integration 185 


the results they expect from these strategies in terms of cost (i.e., capital, people, 
and technology and in terms of the dollar return expected. And it must of course be 
delineated how soon these results can be anticipated. The company expects this to 
be done by the line managers, not the planners. 

The fourth step involves the group managers who must question and refine 
the strategies developed by their S.B.U. managers and their translation into costs 
and expected returns. Group managers can bring to this assignment their familiar¬ 
ity with the markets, with their competitors, and with their own S.B.U. managers. 
They should have the objectivity of being at least one step removed from the 
advocates of each strategy. And, of course, they also bring their own experience in 
dealing with similar business strategies when they ran their own divisions. 

The fifth step is the allocation process. This is the job of the corporate 
managers who divide up Borg-Warner’s pool of resources among all the strategic 
business units in the corporation. Obviously, they must do this very selectively, if 
the corporation is to achieve the best possible performance. They have to be 
objective and they have to be hard-nosed. Success here depends, in a major way, on 
how well the group managers did their job in step four: questioning, reviewing, 
and refining the strategies of their S.B.U.s. If the total of the S.B.U. recommenda¬ 
tions adds up to more than the available resources, the corporate managers have to 
go back to the groups and ask them to revise some of the S.B.U. strategies. 

The sixth step, undertaken by the S.B.U. managers (who in many cases are 
the division managers) and watched by the group managers or the division 
managers, now must carry out those plans and make the agreed-on strategy 
"happen.” This calls for singleness of purpose once the plan has been developed 
and agreed on and the ability to stick to it despite the obstacles that are bound to 
arise. At the same time, it requires judgment and flexibility and the ability to take 
advantage of some unanticipated opportunity or to deal with an unexpected 
adversity. This step requires some system to monitor the "actual” against the 
"planned” results, so that the managers involved know where they are going and 
can correct their courses as needed so that corporate managers can keep track of 
those goals set in step five. 

Finally, in step seven, the corporate managers, acting on the recommenda¬ 
tion of the group managers and with the approval of the board of directors, reward 
managers at the group, division, and S.B.U. levels through compensation pro¬ 
grams. Simply put, this strategic management system is a straightforward, organ¬ 
ized approach to managing a large and complex company. It is a system that uses 
the best brains at all levels of management to determine what must be done to grow 
and prosper and to communicate the decisions to all concerned. 


EARLY EXPERIENCES WITH PLANNING 

How did the company arrive at the goals of step one and the corporate strategy for 
achieving them? Planning is not a new activity at Borg-Warner. Even long-range 
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planning—if five years can be considered long range—has been done since the 
early 1960s. This planning, however, was conducted from an operational rather 
than from a strategic standpoint. Except for major acquisitions, our planning was 
a bottom-up exercise with growth as the main objective. The corporate five-year 
plan became essentially an add up of the division plans, always after taking the 
appropriate discounts, at both the group and the corporate level, to offset overop¬ 
timism of the division managers, particularly as they related to forecasts of income. 

As can be imagined, this kind of bottom-up operational planning, which 
asks the question. How can I do more of what I am now doing, but do it better?, 
was not effective in generating a good corporate strategy. It led to requests for 
capital that added up to more than the funds available to an increasing level of 
debt, and to an allocation procedure that tended to equalize the pain of those 
asking for capital rather than to achieve corporate optimization. Moreover, until 
the brakes were put on at the end of the 1960s, it led to some rather uncoordinated 
diversification. 

Corporate strategy for the early 1970s was, first, to concentrate resources on 
the major businesses in which the firm was engaged, then to improve asset 
management, and, finally, to look for new areas of opportunity that were compati¬ 
ble with the firm’s ongoing businesses. For a while we had some improvement in 
results. In addition to sales growth, there were year-to-year increases in returns as 
we did a better job of managing the assets than in the past. 

But the recession of 1974 and 1975 brought severe declines in some of the 
firm’s major markets, causing the debt-equity ratio to get much too high and 
profits to nose dive. There were obvious critical issues we had to resolve quickly 
and firmly. An examination of our posidon in the industries in which Borg- 
Wamer competed showed a history of cyclical below-average returns, with no 
strong upward trends in any of them. We found that our debt-equity problem 
developed because we had not been selecdve enough in picking the businesses we 
were trying to expand. We knew that we had set our operating return goal too low 
to allow for the infiadon rate, and we had not set targets specific enough and 
flexible enough for our operating units to follow. Exhibit 12-1 outlines the dismal 
result All during this period (1964-1974) we had lagged the median of the 500, 
and, although we had accelerated the decline by switching to LIFO accounting in 
1974, it was dear that our results were not acceptable. Bolder action was called for. 

Strategic planning was appropriate to the times because it asked first. Do we 
w r ant to be in that business at all?, before asking, How do we do it better? In 
addition, strategic planning began to focus management’s attention on markets, 
on their growth, and on our share in them rather than on product, which had been 
our traditional inside-out focus. Strategic planning also gave us a basis to deter¬ 
mine the attractiveness of the various businesses that we were in. At the same time, 
we picked out a dozen or so major issues that our managers thought were the most 
critical and had to be addressed immediately. We called them “strategic issues” and 
set up procedures to get top management involved sufficiently so that intelligent 
decisions could be made on allocating resources to them. This top management 
involvement in solving strategic issues has become an integral part of our system. 


EXHIBIT 12-1 

Return on Equity, 1964-1974 



MODELS FOR STRATEGIC SCENARIOS 

In 1975 we used computer-assisted financial modeling for the first time to explore 
alternatives for improving the company’s performance. These models allowed us 
to conduct a number of “What if?” studies. Four of these studies will be discussed 
here because they became the basis for the strategy that we have followed since 
1975. 

Case one, “business as usual,” was our estimate of what would happen 
during the period from 1975 through 1979, if we allowed past performance and 
current trends to simply continue without change, into the future. It showed that 
our margins and our return on equity would remain well below the average of 
U.S. industry during the period, that our debt-equity ratio would continue to be 
too high, and that our interest coverage would be too low to meet the level required 
for top bond ratings. Finally, it showed that we would operate at a negative cash 
flow for the five-year period. Clearly, following the “business as usual” formula 
was a totally unacceptable solution. 

Case two was a projection of the five-year plans submitted by the business 
groups in 1975 for the period through 1979. Now, although the consolidated 
projections of sales by our divisions were reasonably accurate, our expenence 
showed that their profit projections were invariably too optimistic, frequently by a 
factor of two, when compared later with the actual results. Although this case 
projected better results than did Case one, our margins and return on equity still 
were not likely to reach the average of U.S. industry. Our debt-equity ratio and 
interest coverage still would not meet our goals by the end of the period in 1979. 
But there was one positive aspect of Case two: The company would operate with a 
positive cumulative cash flow. This looked better, but it still wasn’t good enough, 
especially considering our past experience with division profit forecasts. 
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For the first time, then, we tried a top-down exercise. This model, Case three, 
we called “honing” the operating efficiency of our businesses. It asked the ques¬ 
tion, What could be done if we could make reasonable improvements in each of 
the key operating ratios: of our business? The ratios in question were cost of sales to 
sales; selling, general and administrative expense to sales; investing turns; and days 
sales of receivables. These ratios for the preceding ten years were studied carefully. 
Then, taking into account the current and anticipated conditions, we set ourselves 
specific goals that seemed reasonable. Our objective was to improve the operating 
ratios by the end of the period in 1979 compared with the goals set by the operating 
people in Case two. The result here was a marked improvement. 

For example, we assumed that we could improve the cost of sales to sales 
ratio over Case two, the business group projections, by one fourth of a point per 
year starting in 1976. In a similar way, we assumed that we could improve selling, 
general, and administrative expense to sales. Our goal at the end of the planning 
period here would be two points lower. Moving down to inventory turns, we felt 
that over the period we could increase them by nine tenths of a point. Days sales in 
receivables In Case two were satisfactory , so we left them unchanged. The other 
factors in this model were essentially unchanged from Case two, except that we 
assumed a more realistic and liberal dividend policy of 40 percent of the previous 
year’s earnings. 

The results from Case three, then, amounted to this: First, both the margins 
and the return on equity would be well above the average of U.S. industry by the 
end of the period. Second, our debt-equity ratio and interest coverage would be 
well beyond our targets. Third, the cash flow surplus would be about double the 
level of that of Case two. There was only one cloud on the horizon—the margin on 
sales still would not reach the level of what we call “companies of excellence,” with 
pretax earnings in the 15-20 percent range. We aspired to that level. 

Case four, “being the best company in each of the businesses we are now in,” 
employed the same sales projections as in Case two but used the operating ratios of 
the best public company we could find, representative of each of the seven major 
business groupings we had at that time. We applied the operating ratios from each 
of these companies to the sales of our corresponding business groupings and then 
consolidated these into an overall Borg-Warner model. Interestingly enough, this 
case came up with operating income ratios to sales, return on net operating assets, 
debt-equity, and interest coverage ratios and cumulative cash flows that were 
essentially the same as those in Case three. Yet in neither case did we reach the 
operating margins on sales we would really like to have. 

This final modeling exercise told us a number of things: first, the operating 
ratio improvement goals we had set for ourselves were reasonable and attainable. 
We knew that there were real companies out there in very similar businesses that 
were achieving performances, like these. 

Second, we learned that our operating asset management was in pretty good 
shape but that we needed to concentrate on improving our operating margins. 

Third, achievement of these operating ratio goals would help us to reach our 
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short-range goals of beating the Fortune median in return on equity and would 
give us more cash flow to invest in further improvements. 

Fourth, we knew that such a performance would be equal to being the leader 
in each of the maj or fields in which we were operating but that this still would not 
be good enough to let us reach our ultimate long-term goals. 

And, fifth, to become a real company of excellence, it would not be enough to 
concentrate only on present businesses. We would have to initiate a positive 
program to improve Borg-Wamer’s business mix. 

So now it was time to go back to the heads of our business groups, show them 
what we had learned, and ask them to take part in a similar—and presumably 
binding—exercise. 

DEVELOPMENT OF DYNAMIC BUSINESS STRATEGIES 

Using corporate Case three as a model, they were to analyze their own individual 
businesses and tell us what they thought would be reasonable 1979 targets for those 
same key operating ratios. It took time and some lively discussions, but, when the 
group figures came in and were consolidated into a corporate model, the results 
gave us a corporate performance that was slightly better than the Case three 
top-down model. At that point, we announced publicly that Borg-Warner’s goal 
for 1979 was to beat the “Fortune 500” median return on equity. In this way, we 
confirmed to our operating managers that we were deadly serious about meeting 
the efficiency targets that this exercise had defined. 

This exercise established a new corporate strategy for Borg-Wamer that 
differed very significantly from the one we had been following since 1970. First, by 
setting and adhering to specific, quantified operating ratio targets for our present 
businesses, we changed the priority from “growth” to “return on investment” for 
the period 1975 through 1979. Second, we established a long-range strategy of 
equal priority: using the cash flow resulting from the first strategy to improve the 
business mix of the corporation, in contrast to the earlier strategy of exploring new 
opportunities only in areas compatible with our existing businesses and only with 
capital left over after we had satisfied that required by our existing businesses for all 
practical purposes, that was zero. 

With this as our foundation, we then refined our planning system and our 
corporate strategy, so we could effectively carry out this basic two-part strategy 
established in 1975. First, we adopted a strategic business unit approach to 
analyzing and planning our businesses, so we could decide realistically on the 
relative strategic promise of each part of the corporate whole, based on its business 
strength and the attractiveness of its served market. This allowed us to allocate 
resources—capital, people, and technology—in a way that would move us in the 
direction of improving our business mix internally. Second, after this strategic 
business unit breakdown, we refined the corporate strategy statement to spell out 
specifically the way we planned to reach our short- and long-range strategic 
objectives. 
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Let us review that strategy: 

L To improve the performance, with emphasis on margins, of our presort 
businesses, by setting and adhering to specific target operating ratios for each 
area of our business. 

2. To select, by means of SBU analysis, those pordons of our present businesses 
that appeared to have better-than-average performance potendals and to give 
them priority on resources. 

3. To plant seeds for future high-performance businesses by technology genera¬ 
tion or acquisition in areas of future promise. 

4. To make a few major acquisitions of businesses that would improve the 
Borg-Warner business mix. 

The first two parts of this strategy are oriented toward integration, that is, 
how to improve the performance of the company as it now exists, with particular 
emphasis on returns. Farts three and four are oriented toward adaptation; that is, 
how to change the nature of our business to achieve the longer-range goals of the 
corporation. In particular, how to bring new businesses into the corporate portfo¬ 
lio to improve the business mix of the corporation. The relative emphasis among 
these various parts of the strategy is shifting with time. Prior to 1979, the major 
emphasis had been on steps one and two. Beyond 1979 we will be placing 
increasing emphasis on steps two, three, and four to accelerate the growth and 
improve the business mix of the corporation in order to achieve our longer-term 
goals. 

RESULTS THIS FAR 

In following the strategy, the first step, is the “honing goal” program, our major 
vehicle by which to improve the efficiency of present businesses, to meet the 
short-term goal of beating the “Fortune 500” median in return on equity. 

Exhibit 12-2 shows the progress toward that goal from when it was estab¬ 
lished in 1975 until 1978. It is, of course, a moving target. However, we announced 
then publicly that we intended to beat the “Fortune 500” median return on equity 
by the end of 1979, the end of the integrative strategic stage. 

Step two attempts to emphasize a better guidance of our allocation policy to 
the individual parts of our business, favoring those with the greatest promise and 
holding back on the growth of those with less promise. Thus, through more 
explicit strategic prioritizing the intent is to improve the business mix internally. 
In 1978 we made separate allocations to 115 strategic business units. The criterion 
was return on net assets during, or shortly after, the planning period. Those we 
believed would exceed the corporate average received the capital they asked for; 
those we believed would not received only enough capital to stay efficient but not to 
grow. Starting in 1979, we have broadened the criterion to bring cost-effective 
growth potential up to an equal priority to returns in making our allocation 
decisions. 



EXHIBIT 12-2 

Return on Equity, 1969-1978 



Step three, “to plant seeds,” is a very long-range program. We estimate that, 
by using an internal “venturing” procedure on a reasonable number of new 
business start-ups, it should take about fifteen years before this program can have a 
significant positive effect on Borg-Warner overall. Financial models cover this 
period to help guide the program. There are established screening criteria for new 
ventures at various milestones in their careers. Top management is given a 
quantitative feel for the cost and returns and a timetable on the program, so that 
they can enter this program choice decision with their eyes open. Three ventures 
are now in being. In addition, quantitative goals have been set for each major 
operating group for new business start-ups in the next five years. 

Step four, “acquisitions,” was partially implemented in 1978 when Baker 
Industries was acquired. We had defined and studied strategic issues impacting our 
business health. To be designated a strategic issue, an item must have a large 
impact on the total corporate performance and/or make a significant change in the 
business mix of the corporation. Before being studied, the issues are documented as 
to their current status; the questions that concern management about them are 
articulated; the people charged with studying the issues and making a presenta¬ 
tion to the Policy & Planning Committee are selected; and a date for the presenta¬ 
tion is set. After the presentation, which is accompanied by a written report, the 
Policy Sc Planning Committee issues a written response to the presenter of the 
issue, with detailed recommendations and assigned responsibilities for executing 
the recommendations. Implementation of the recommendations is tested by the 
president at his quarterly operations reviews, and a determination is made as to 
whether the action regarding the issue is on track. This procedure is continued 
until the issue is implemented fully in the agreed-upon manner or it is returned to 
the Policy Sc Planning Committee for another presentation and a shift in strategy. 
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As can be seen, this facet of our system also follows the steps of the strategic 
management system outlined earlier—as the implementation of the strategic issue 
is put in the management objectives of the persons to whom responsibility was 
assigned. Most of these strategic issues dealt with specific business issues, for 
example, our worldwide strategy for automatic transmissions or the best route to 
take in expandingour plastics business. However, a significant number dealt with 
broader corporate questions. One, for example, was how to reduce the cyclicality 
of Borg-Wamer. This, in turn, led to a study of what was felt to provide the right 
proportion of service versus manufacturing in our overall business mix. 

Many service businesses tend to be relatively steady or contracyclical to 
capital goods businesses, the latter being the bulk of Borg-Wamers operations. 
The study told us that about a third of our income from service businesses would 
be about the optimum. Further, it was felt that it would be desirable that these 
businesses should be less capital intensive than, our present Financial Services 
Group, whose major business is dealer inventory financing—floor planning. 
Baker Industries, which specializes in protective and courier services, met these 
criteria. By acquiring it, we raised the potential percentage of our income from 
service businesses from 10 to about 20 percent—so we were about half way to our 
goal in this area, as a result of implementing step four in the strategy. 


SCORE CARD TO DATE 

Examining the score card to date on what has been accomplished on step 1, to 
improve the return on present businesses, we recall that the road map for this step 
was Case three of our financial models—honing the operating efficiency of the 
businesses. This gave us a five-year model to which to aspire in our corporate 
performance from 1975 onwards. It is probably asking too much to expect any 
financial model to predict accurately year by year. On the other hand, it ought to be 
a fairly good predictor of cumulative performance over five years. On that basis, it 
is working as follows: 

L The trends are in line. It has been a continuous improvement in returns 
each year as shown in Exhibit 12-2. Undoubtedly, these have at times been helped 
by the improving economy, but there is more to it than that. 

2. Cumulative sales, over a five-year span from 1975 onwards has been 100.4 
percent of those predicted by the model. This is more confirmation of our expe¬ 
rience that sales forecasts by operating managers tend to be fairly accurate. 

3. Cumulative operating income actually came to 92.6 percent of our model- 
not bad, considering the ambitious level of that goal. 

4. Cumulative operating investment needed to reach the target sales turned 
out to be only 89.6 percent of the model. This confirms that Borg-Warner’s asset 
management is in good shape. 

And, finally, for the bottom line, the average pretax return on net operating 
assets during the five-year period exceeded the model by 3.2 percent. This really 
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gratifying return on net assets performance is, of course, the result of line operating 
managers’ participating in setting their own goals and then vigorously imple¬ 
menting these. It should be pointed out that the cumulative cash flow, when 
corrected for items such as the Baker acquisition, fell 37 percent below the model. 
However, all this shortfall occurred in 1979 due mainly to the ballooning effect of 
inflation on the company’s working capital requirements. 

Comparing the expected performance for the five-year period from 1975 
onwards, first with Case one, “business as usual,” the returns on assets results are 32 
percent better. Comparing it with case 2, “the business group projections,” the 
performance is 22 percent better. And, as indicated, prior to 1975, the company 
never did as well as those projections by the groups. And, finally, comparing it 
with the actual return on assets for the base year 1975, which admittedly was a poor 
one, the five-year average is almost the double. 

So what the planning system did was to show Borg-Warner’s operating 
managers what goals were possible to reach and how to reach them; they did the 
rest. 


NOTES 

1 Levitt, Theodore, A Heretical View of Management "Science”, Fortune, Vol. 98, No. 12, December 18, 
1978, p. 50. 
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Planning as a Vehicle for 
Strategic Redirection in a 
Matrix Structure 


INTRODUCTION 

This chapter* is designed to illustrate the linkage among strategy, organizational 
structure, and the process of strategic planning using Dow-Coming Corporation 
as an example. The evolution of this company’s strategic situation is described, 
and changes in the organizational structure and the planning system to accom¬ 
modate changing needs are identified. Certainly no one type of organizational 
structure or one approach to strategic planning is inherendy superior. But it is 
vitally important to effective strategic planning to have close compatibility among 
the planning system, the organizational structure, and the strategic situation of the 
organization. That kind of compatibility is present at Dow-Coming. 

Next, the subject of strategic redirection is addressed, again using Dow- 
Coming as the example. The implementation of a material strategic redirection is 
a severe test of any planning and management system. But there are some unique 
characteristics of the matrix organization with regard to changing direction. 
Finally, some conclusions based on the experience described here are proposed. 


SmingTk^ration^^ ^ 1 ^^ Springmier ’ P irector of Corporate Planning, Dow- 
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EVOLUTION OF STRATEGY 


Dow-Coming Corporation was formed in 1943 as a wholly owned joint venture of 
The Dow Chemical Company and Coming Glass Works. Research programs at 
Coming had resulted in a new class of synthetic materials called silicones. These 
materials were part organic and part inorganic, resulting in a unique combination 
of properties not found in other materials. Coming management had little expe¬ 
rience in chemical manufacturing and approached Dow to work with them in 
commercializing these new materials. The result was the formation of Dow- 
Coming Corporation located in Midland, Michigan, near the Dow headquarters. 

Although records do not show any explicit statement of strategy for the early 
years, there was clear understanding on the part of all concerned what that strategy 
was. Dow-Coming was to develop a superior position in organosilicon technol¬ 
ogy and commercialize that technology as rapidly as possible by making and 
selling silicones. Because of the complexities of their manufacturing process, 
silicones were more cosdy to make than were common organic materials. Al¬ 
though the cost difference could be reduced as silicone production volume grew, 
there was no expectation that the difference could be eliminated. Therefore 
silicone growth would have to come through developing a variety of products that 
could be substituted for organics in applications for which the unique benefits 
justified the additional costs. 

The company was able to implement this strategy ven successfully over the 
years. Sales had reached about $6 million in 1950 and grew about 20 percent per 
year through the decade of the 1950s. The rate of growth has slowed somewhat 
since those early years but remains at about 15 percent per year to the present time. 
Worldwide sales in 1978 were about $500 million. 

Over the years, the basic strategy of the company changed very little. Al¬ 
though there was some diversification into synergistic product lines, a high 
percentage of sales remain in silicones. However, as the company became larger 
and more complex, the problems of effectively communicating and implementing 
corporate strategy throughout the organization became more difficult. In the early 
1970s the executive committee of the company went through a structured apprai¬ 
sal of corporate strategy. They first agreed on what the implied strategy of the 
company had been in the past. They then examined the elements of past strategy 
carefully to see what changes were in order. The result was the first explicit and 
inclusive corporate strategy statement that could be communicated throughout 
the organization. This strategy formulation process has since been repeated for 
major organizational groups within the organization. Resulting strategy state¬ 
ments are reviewed systematically at least once a year. 

As corporate strategy evolved from the implied to the explicit, the organiza¬ 
tional structure also changed to accommodate changing needs. In the early years, 
the company operated in a very simple functional organization. The manager of 
each major function reported direcdy to the president, whose intuitive leadership 
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and entrepreneurial spirit were largely responsible for the company’s early success. 
He was involved in every major decision and ensured personally that the activities 
of the various functions were coordinated properly. However, the early success of 
this organizational style eventually led to its downfall. 

Silicones, it was found, could be made in many forms—fluids, resins, seal¬ 
ants, rubbers, and so on. Their unique combination of properties also led them to 
a wide variety of applications. The strategy was to exploit all viable applications 
for silicones, and before long the company was selling products to virtually every 
industry in the United States and other industrially developed countries. Silicone 
products were also being tailor made for individual applications. This great 
diversity of market and product scope put a great strain on the simple functional 
organization. Inevitably coordination among groups slipped. The right hand did 
not always know what the left was up to. 


STRATEGY AND MANAGEMENT STRUCTURE 

Divisionalization 

In 1962, Dow-Coming moved to a divisional organizadon in which the 
operating divisions were defined on a product basis (see Exhibit 13-1). The 
operating divisions were profit centers assigned responsibility for both short-term 
profitability and long-term growth of their product lines. The line functions such 
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as Manufacturing, Marketing, and Product Development were broken down into 
product-oriented units and these units reported to the operating divisions. Some 
staff functions such as Finance, Industrial Relations, and Basic Research remained 
corporate in scope, but these involved reladvely few people compared with the 
operating divisions. An international division handled activities outside the 
United States. 

This structure improved interfunctional coordinadon dramatically within 
the divisions. It allowed profit responsibility to be delegated down into the 
organization and provided a framework in which each function could identify 
with profit objectives. It also established healthy competition among the various 
profit centers. Because each product group tended to be associated with its own 
group of customers, this structure also provided sharper focus on adapting our 
activities to the needs of a particular customer environment Although there were 
some obvious benefits, it would soon become clear that the divisionalized structure 
as it existed between 1962 and 1967 would not be appropriate for Dow-Coming’s 
emerging strategic situation. 

Whereas interfunctional coordination within divisions improved, coordina¬ 
tion between the divisions and corporate staff groups deteriorated. This was a 
serious problem because the various product groups remained highly interrelated. 
Many groups shared common technology, and it was not cost effective to have each 
division supporting its own basic research group. Products in all divisions were 
made from common intermediates, and it was inefficient to allow each division to 
build a separate basic intermediates plant. Likewise, there were substantial oppor¬ 
tunities for improving both efficiency and effectiveness by sharing some marketing 
capabilities. But the divisionalized structure, with its heavy emphasis on line 
discipline, made the management of shared resources very difficult 

Matrix Structure 

It soon became clear that our product-market scope was—and would— 
likely remain extremely diverse, whereas our existing capabilities were highly 
interrelated. The appropriate organizational structure for such a strategic situa¬ 
tion appeared to be a product-functional matrix (see Exhibit 13-2). If managed 
properly, this structure could combine the advantages of both the functional and 
divisional structures while avoiding their weaknesses. Dow-Coming instituted 
such a matrix structure in 1968. 

In this matrix, the product groups are called “businesses” and bear some 
similarity to the product groupings of the former divisions. Each business is a 
profit center, and each has a full-time manager who is responsible for both 
short-term profitability and long-term strategic effectiveness of his or her product 
line. The functions are cost centers, and their managers are charged with func¬ 
tional professionalism and efficiency. Likewise each function has a full-time 
manager. The business managers and the functional managers are at the same 
managerial level in the organization. 



Functions, for the most part, are structured to accommodate major product 
lines. For example, within the Markedng function separate departments are 
assigned the responsibility of marketing each business's products. Marketing 
department managers have dual reladonships, reporting both to the director of the 
markedng function and to the business manager for their product line. The same 
holds true for the other key functions, that is. Manufacturing, R&D, and Finance. 
Through dual reporting, we have been able to achieve interfunctional coordina- 
tion toward profit and growth objectives without sacrificing functional profes¬ 
sionalism and efficiency. 

To integrate management of our overseas activities, we have added another 
dimension to the business-functional matrix (see Exhibit 13-3). The matrix is 
fully operational in the United States, where about half our worldwide sales are 
made. It is important to point out that the business and functional managers in the 
United States also have worldwide responsibility for their product line or their 
function. A similar matrix has recently been established in Europe. Although the 
European business and functional managers report to the manager of the Euro¬ 
pean area, they also report to their worldwide counterpart located in the United 
States. The other non-U.S. areas—Canada, Latin America, and Pacific—are devel¬ 
oping their own matrix structures as they become larger and more complex. 
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EXHIBIT 13-3 

The Multidimensional Organization 



PLANNING'S EVOLUTION 

Just as Dow-Coming's organizational structure has been shaped by past strategy, 
so has its approach to strategic planning followed the evolution of the organiza¬ 
tion. In the early years of the functional organization, profit planning was done by 
the chief financial officer and was considered a forecastrather than a commitment. 
As the company grew, functional managers became more involved in revenue and 
expense forecasting, but there was litde use of planning and budgeting as a 
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method of delegating authority and responsibility down into the organization. 
The president was the only profit center manager, and he remained involved in all 

important decisions. 

With the introduction of the divisional organization, the profit center con¬ 
cept was expanded dramatically. Division managers were clearly responsible for 
profit. Thus their one-year plans and, to a lesser extent, their five-year plans were 
viewed as commitments. These managers were then expected to initiate the action 
necessary to produce at least the one-year profit specified in their plan. To live with 
their commitments, it was necessary for the division managers to become person¬ 
ally involved in preparing the plan. A corporate planning manager was named, 
and a planning system was developed in which plans were proposed by the 
operating divisions for review by corporate management. 

The emphasis during this period was focused almost exclusively on integra¬ 
tive planning. The lack of interfunctional coordination in the previous organiza¬ 
tion spotlighted the need for better integrative planning. Considerable time and 
effort, however, were needed to develop integrative planning capabilities. The 
operating people were not experienced in planning, and information systems had 
not been designed with planning needs in mind. While considerable progress was 
made in planning capabilities during this period, there was little attempt to link 
these plans to the external environment. The planning cycle began with sales 
forecasts that were primarily projections of past trends. There were no guidelines 
that required sales forecasts to consider external opportunities coupled with 
strategic programs to capitalize on those opportunities. 

Not only did the matrix organization change the planning roles but it also 
changed the relative emphasis of various planning activities. Whereas past em¬ 
phasis was primarily on integrative planning, more emphasis was now placed on 
adaptive planning. In the past, the main concern was to avoid conflict; now more 
emphasis was being placed on idendfying and reconciling conflict as early as 
possible. 

By 1974, Bow-Coming’s planning process identified three planning hori¬ 
zons: a ten-year horizon for corporate sales and capital investment forecasts, a 
five-year horizon for area and business profit plans, and a one-year horizon for 
detailed cost center budgets. Three distinct phases were identified in the planning 
process: an objective-setting phase in which each business and each area establish 
key five-year performance objectives and specific one-year goals, a programming 
phase in which resources necessary to meet these objectives and goals are allocated 
to both operational and strategic programs, and a budgeting phase in which 
programs are translated into detailed cost center budgets for the following year. 
Review by the Executive Committee, the top decision-making group in the 
company, is required before proceeding from one phase to the next. This not only 
forces reconciliation between the various elements of the matrix organization but 
ensures that proposals are acceptable at the corporate level before proceeding to 
more detailed work. 

In brief, the planning roles of key elements of the organization are as follows: 
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1. The functions establish key functional standards of performance and uniform 
planning assumptions, advise businesses on alternative functional programs, 
and prepare detailed cost center budgets for approved programs. 

2. The businesses assess external opportunities and internal capabilities for their 
product line, develop five-year objectives and strategies consistent with oppor¬ 
tunities and capabilities, and propose specific programs to implement 
strategies. 

3. The areas assess social, political, and economic factors in their countries, 
develop one-year sales and profit targets for their area, recondle strategic 
proposals of businesses with short-term profit goals, and develop operational 
plans for the next year. 

4. The corporate Executive Committee reviews and approves proposals by func¬ 
tions, businesses, and areas to ensure that they represent acceptable perfor¬ 
mance, acceptable probability of success, and a satisfactory allocation of 
resources. 

5. The Planning Department develops, documents, and operates the planning 
system, provides resources for analysis of the external environment, and ana¬ 
lyzes planning proposals from businesses, areas, and functions and makes 
recommendations concerning these proposals to the Execudve Committee. 

No attempt is made to explain the complex information flows and organiza- 
onal irtterrelationships of this planning system, but several observations about 
ns system are relevant: 

1. The complexity of our planning system is a reflection of our organizational 
complexity; the matrix organization, in turn, has proven to be most appro¬ 
priate for managing a very diverse yet highly interrelated line of products. 

2. The planning, budgeting, and control systems are closely coupled. 

3. The planning sequence starts with general guidelines from the top followed by 
proposals from within the organization from which corporate management 
chooses which proposals will be funded and which will not. 

Tiie planning system at Dow-Corning appears to be compatible with the 
irrent and foreseeable needs of the corporation. It has been designed carefully to 
t the company’s history, strategy, organizational structure, management systems, 
id management style. It is also consistent with the established principles and 
radices for strategic planning systems in general. Yet, when the need arose for 
rategic redirection at Dow-Coming, the system did not address this need auto- 
tatically- Substantial top management attention over a considerable period of 
me was required to accomplish the desired end. 


m/VTEGIC CHALLENGES 

s has t>een noted, the traditional growth strategy of Dow-Coming has always 
xn to develop new applications for silicones primarily by technological innova- 
on. Recause silicones are more costly than are more common organic materials, 
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they seldom replace another material completely. Instead they are substituted in 
only the most demanding applications. The result is a market scope comprised of 
a very large number of relatively small applications. This situation, coupled with 
our willingness to design a new product for each new application, led to a very 
large number of relatively small-volume products. 

Throughout our history, our portfolio of strategic activities reflected our 
approach to growth. Research, product development, and market development 
effort was spread over a very large number of relatively small projects. We wanted 
to pursue every possible application for silicones, but the list of possibilities was 
virtually endless. This approach to growth was really just a continuation of what 
had been successful in the past, and it persisted through all the changes in 
organizational structure and planning systems. 

In the early 1970s, Dow-Coming’s top management became concerned that 
this approach would not be as successful in the future as it had been in the past. 
There were several reasons for this concern. In the 1950s and 1960s we had been 
especially successful developing new silicone applications in the defense/aero¬ 
space industries, but it was clear these industries would provide less growth 
potential in the future. In consumer and industrial applications, the most signi¬ 
ficant limitation to wider use of silicones was their high cost. But, to minimize 
costs, we needed highly automated, continuous production processes making 
high-volume products. Also, increasing government regulation and competitive 
pressure were greatly increasing the costs of introducing a new product. It now 
required higher sales volume for a new product to pay back its development cost. 

For these and other reasons, top management concluded that Dow-Coming 
must move to concentrate its product scope into fewer higher-volume products. 
This would have to be done over time by continual pressure to eliminate marginal 
products and by a restructuring of our strategic portfolio into fewer, more ambi¬ 
tious programs. A real change in strategic direction was considered essential if we 
were to maintain our competitive position and realize our full potential for future 
growth. 

Interestingly, the perception of a need for strategic change was not widely 
held within the organization. The strategic plans being developed through the 
planning system looked much like they always had. Although there was a realiza¬ 
tion that growth seemed to be slipping and competitive pressures seemed to be 
increasing, there was a widespread belief that more of the same old medicine 
would cure these symptoms. Motivation and optimism about the future were 
high. 

Although the Executive Committee, the top decision-making group in the 
company, was anxious to get on with restructuring the strategic portfolio, they 
realized that attitudes had to change too. We had to become much more selective 
about which potential opportunities we pursued. We had to demand more and 
better information about market need before committing R&D effort. We had to be 
willing to take a larger risk if we expected a larger payoff. Therefore, they decided 
not to restructure the strategic portfolio by executive fiat. Instead, they chose the 
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more difficult route of building a perception of need within the organization and 
encouraging middle management to initiate the restructuring. The strategic 
changes would be made through the planning system operating in a normal 
mode. 

The Executive Committee approached this problem from a number of 
directions. First, the point was made repeatedly throughout the organization that 
strategic redirection was needed. Any time top execudves gave talks to meetings, 
this point was made. No specific new course was suggested, but there was great 
emphasis on the need for more concentration of strategic effort in a business 
environment that was more competitive and more demanding. While the message 
sounded somewhat vague, it began to force home the idea that change was 
necessary. 

In view of the highly optimistic sales and profit growth forecasts, the 
strategic programs of the business were subjected to increasingly more critical 
review. Throughout the planning process, the Executive Committee challenged 
the businesses growth forecasts and demanded considerably more external evi¬ 
dence and documentation. The message was received quickly, and soon the 
businesses began to question the potenbal of some of their own pet programs. 

The R&D function had to play a pivotal role in strategic redirection. 
Although not all strategic spending is located in R&D, the activities of this 
function are the driving force for strategic change at Dow-Coming. The vice 
president foi R8cD as a member of the Executive Committee was quick to recognize 
the need for strategic change. However, he was also sensitive to the problems of 
unilateral action in a matrix organization. He was determined to protect the 
matrix relationship of his department heads and use it to advantage in reallocating 
effort. 

He started by establishing functional guidelines describing how r allocation 
decisions for R&D effort would be made. He worked hard to gain acceptance of 
these guidelines not only in his own function but among business managers as 
well. He then began systematically evaluating proposals relative to the guidelines 
as a regular part of the functional planning process. While there was still room for 
negotiation in determining the final program portfolio, the guidelines showed 
clearly the direction in which he wanted to move. Soon he was able to get program 
proposals from the businesses moving in the direcuon he wanted without speci¬ 
fically directing how programs would be changed. 

During this period the Executive Committee also established a more aggres¬ 
sive opportunity identification activity. This activity was organized as a separate 
business and was charged with seeking opportunities that exploited existing 
Dow-Corning capabilities but fell outside the scope of the exisdng businesses. 
This group was given the responsibility of managing major strategic programs 
that fell outside existing businesses, and soon they had substantial programs 
taking us in entirely new direcdons. 

Finally, the Executive Committee as a group became more directly involved 
in the process of allocatingstrategic resources. Previously, they allocated resources 
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to function and to business and then relied on the matrix to determine allocation 
to specific projects. Now they began reviewing a selected list of programs quarterly. 
Although the total list of programs was too large for the Executive Committee to 
review every one, they became better informed about the major programs. They 
now review funding of major programs as a part of the planning process and are 
contributing directly to reshaping the portfolio. 

Although it has taken several years, we are now satisfied that the strategic 
redirection we needed is being accomplished. Whereas our sales have doubled in 
the last five years, we have about 25 percent fewer products in the line. We have a 
higher concentration of strategic effort in major programs, and we believe that 
they are well defined, well managed, and realistic. 

We have healthy competition for strategic resources, a good understanding 
of how resources are allocated, and a feeling of participation in the process. Some 
of our new programs have required that we acquire capabilities from the outside— 
both experienced people and entire companies. Although this is very unusual for 
Dow-Coming, it has been accomplished with a minimum of disruption. In 
summary, we are pleased with our progress. 

CONCLUSIONS 

Some concluding observations based on the experience described are now 
presented 

1. The matrix organization is uniquely suited to managing a group of 
activities that is extremely diverse and highly interrelated. However, this structure 
is complex, difficult to administer, and psychologically demanding. The matrix 
should probably be used only in situations in which a more conventional structure 
either cannot fulfill future needs or is in irreconcilable current difficulty. 

2. The matrix must have strong, centrally controlled support systems. This 
structure requires that vast amounts of information be passed among the various 
elements of the organization. It also involves complex interrelationships among 
various elements of the organization. Well-defined corporate systems are required 
to be sure these things are done in an appropriate and uniform way. The planning 
system is a prime example of such a support system. 

3. Planning in a matrix organization works best when management is 
responding to proposals developed within the organization. The complexities of 
the organization require considerable communication, dialogue, and reconcilia¬ 
tion of differences for a strategic proposal to develop the kind of support you want 
it to have. It is difficult to fit a top-down initiative into a matrix structure. 

4. It is not likely that a major strategic redirection will be proposed from 
within a matrix. The internal pressure is overwhelming to continue with any 
course of action that has developed substantial momentum. Top management 
must, therefore, recognize its responsibility to initiate important changes in stra- 
tegic direction. The planning system should help management to exercise this 
responsibility. 
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5. The implementation of a major strategic change is more complex in a 
matrix organization than in a more traditional structure. This not only requires 
that initiatives from the top be translated into specific programs within the 
organization. It also requires that these revised programs be reconciled with, and 
integrated into, all plans down through the organization. This reconciliation 
process requires careful attention and considerable patience on the part of top 
management. 

6. The strategic planning sytem should provide the basic vehicle for imple¬ 
mentation of strategic redirection. However, this is likely to provide a severe test 
not only for the planning system but also for the management system of which it is 
a part. Top management will be sorely tempted to bypass both the planning 
system and the matrix and initiate new strategic programs directly. But with 
flexible and innovative approaches this temptation can be overcome. By sticking 
with the basic principles of matrix management, the result can be not only better 
strategic programs but better commitment throughout the organization to make 
them succeed. 



section four 


Conclusion 
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Where Do We Go from Here: 
Implementation Challenges for 
the 1980s 


INTRODUCTION* 

When discussing with executives what they see today as their major strategic 
challenges, as conuasted to those of a few years ago, one invariably is struck by the 
increased emphasis on the environment. Concern, to some extent, seems to be 
connected with the perception among managers that the environment seems to be 
becoming increasingly turbulent, complex, and interdependent. Further, it seems 
to be a widely shared opinion that the firm’s strategic planning processes should be 
adapted to this evolving environmental situadon in such ways that specific help 
can be offered to management to better cope with these challenges. If not able to 
prove its usefulness in such turbulent circumstances, formal strategic planning as 
we know it is dead. 

Throughout this book we have seen indications of how strategic planning 
might look in the future. It serves little purpose to repeat these discussions. It is, 
however, appropriate to synthesize what might be some major aspects of a likely 
overall view of the shape of planning to come. In doing this, we shall emphasize 
some prospecdve major environmental trends that may suggest ways in which 
strategic planning may enable the corporadon to interact successfully with such 
trends. Through planning, the firm can impact its own evoludon with, it is hoped, 
more control. Above all, we shall look at some specific aspects of the design and 


•This chapter is prepared by Peter Lorange, The Wharton School, University of 
Pennsylvania. 
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implementation of strategic planning processes that particularly seem to require 
strengthening under such expected circumstances. 

Taken together, these aspects of design and implementation lead us to a 
concept of more dynamically evolving strategic planning. The task of being able 
to manage this process explicitly will probably become increasingly important for 
the corporation that intends to succeed in the future. 

If one adopts a passive attitude toward the increasingly complex and fre¬ 
quently hostile environmental trends, the conclusions drawn might lead to the 
belief that one's own organization has a small chance at survival. But such passive 
observations of the environment imply acceptance that there is next to nothing 
that can be done about these trends—an unacceptable outlook to many corpora¬ 
tions. As with most other living systems, a healthy corporation typically reflects a 
strong drive toward continuity, self-renewal, and survival. It is within such a 
context that we discuss planning’s roles. 

To protect its future, the firm must be prepared increasingly to respond 
actively to those developments in its environment that might create new oppor¬ 
tunities and or lessen potential negative impacts. Our major premise in this 
chapter is that a corporation’s strategic planning system can in fact enable more 
effective interaction with the environment. We claim that properly designed 
strategic planning can help to create new viable alternatives, facilitate choices with 
respect to what seem to be more preferable developments in the environment, and 
assist in making this future happen. As Eric Trist has stated, 1 

In fact, there is no such thing as the future, only futures. Which of the possibili¬ 
ties will be realized depends not a little on the choices we make—which in turn 
depend on our values—and also on our taking an active rather than a passive 
role. The paradox is that under conditions of uncertainty one has to make 
choices, and then endeavor actively to make these choices happen rather than 
leave things alone in the hope that they will arrange themselves for the best. 

Of the many potential aspects for design and implementation of a corpora¬ 
tion’s planning system, we focus on four broad issues that we believe merit 
particular attention: 

1. the redefinition of business 

2. the emergence of an overall consistent strategic system 

3. the positions to take vis-a-vis emerging external constraints 

4. the handling of internal constraints 

The following pages contain brief discussions of each of these issues. When 
these arguments are taken together, we shall see how a dynamically evolving 
strategic process concept emerges. 

THE REDEFINITION OF BUSINESS 

A major step in the progress of effective strategic planning has been the increased 
understanding of how to define a business. Particularly, the realities of the envi- 
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ronrnau are now reflected better in our definition. Increasingly, the inadequacies 
of the business unit definition being dictated by past relations and 
considemtions within the firm are being acknowledged. The development a S 
of building blocks for the firm that truly reflect the environment that the fimds 
businesses face is a major prerequisite for good planning. 2 

Rapid changes in the environment suggest that the definition of businesses 
should be reviewed frequently, so that the relevance of the business definitionscan 
be maintained. It seems to be an increasingly important aspect of planning for the 
future to facilitate such a reassessment. This task is already being done in r,f annin ! 

today.Butit is done typically on an ad hoc basis and occurs frequently as foS“uh 

of intervention from outside sources such as consultants. With an abil^to 
undertake a more continuous redefinition of one’s businesses, it seems appropriate 
to mefode that as an integral part of “normal” ongoing planning acuities 
On the other hand, more continuous redefinition of businesses mfohr 
other difficulties and challenges, for instance, with another 
One such trend has to do with the development of the organization’s acceptance^ 
us tasks and the institutionalization of its roles. It seems to become incLfogh 
difficult to reorganize in many of today’s societies due to, among other things the 
inability to re ocate people with ease, to close down plants, to fireemployees or to 
change people s jobs. Legislation that restricts flexibility in job tasks is indeed 
growing. Moreover, acceptance among employees of rapid changes, job rotations 
and moving of families is diminishing. Tliese constraints obviously affect man 
agement s ability to reorganize a company to better reflect emerging busies 
environments. We have a dilemma: On theone hand, there is a need for more ra^d 
business redefinition; on the other hand, there is less opportunity for 
reorganization. * y lor 

Planning should be able to point toward a way to approach this issue One 
possibility is through increased use of dual organizational structures and strategic 
structures, as this will reflect the need to redefine the businesses and developfn 
operating structure that might remain more stable. The critical “linking pin” 
between the two coexisting structures becomes the planning process P 
Although various “matrix structures” have been around for'some time 
evoluuonary factors will probably cause the strategic structure to become more 
tailored within the company so as to reflect particular businesses. For instance a 
typical project organization might be most appropriate for coping with a start-up 
business. But, as the business develops, it may become more advantageous for the 
business to integrate increasingly into the existing organization thmugh a more 
edged matrix structure. Then, as the business matures further, a more 
functional .efficiency’-driven organization might become more appropriate. Thus 
within the umbrella of the operating structure, one should find different types of 
quasi-matrix” strategic organizations, overlaying the operating structure and 
some evolving more rapidly than others. 3 

The rate of change in technology, impacting both the product life cycle as 

faaL a lmoV ? n rh lr e°T ent ’ ^ Pr ° babIy increasin S 1 y become a distinguishing 
actor among the planning processes in different companies. With a relatively 
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short life cycle and rapid environmental change in general, one will probably see a 
close overlay of the strategic and operating structures with the result that execu¬ 
tives will have responsibility within both structures. On the other hand, with 
relatively more stable environments coupled with longer product life cycles, one 
might expect executives to be assigned responsibilities to tasks within the operat¬ 
ing or the strategic modes on a more unilateral basis. 

We may increasingly see a call for a different type of attitude among the 
executives, in terms of flexibility, willingness to maintain a sense of continuing 
education, development, and so on. We shall discuss this later in the chapter as 
part of the internal constraint issues. Also, this type of dual structure—in part 
evolving rapidly, in part remaining stable—calls for management support systems 
of a different degree of sophistication. For instance, more flexible management 
information systems, tailor-made incentives, a well-developed control system, and 
so on will have to be implemented. We shall discuss these issues in the next section. 


THE EMERGENCE OF AN OVERALL 
CONSISTENT STRATEGIC SYSTEM 

With the pressures for a strategic management approach as a vehicle for adapting 
to environmental opportunities and threats, it is becoming important to see 
planning in a broader context for at least two reasons. First, it seems increasingly 
necessary' to make use of a broad, relatively all-encompassing set of strategic 
processes to develop an overall “tool*’ to facilitate the organization*s ability to 
adapt as necessary . For this task, corporate management needs a set of tools with 
which to impact the organization through indirect pressures and stimuli. In this 
w ay management can attempt to instill behaviors within the parts of the organiza¬ 
tion that ma.} encourage a tailor-made coping with the environmental realities 
that each of its businesses faces. Global, sweeping management system responses, 
on the other hand, are likely to become less and less effective. Consequently, a 
multifaceted strategic system —where a tailor-made planning process for each of a 
inn s businesses can be reinforced by effects from the control system, management 
incentives, and so on—might increasingly be called for. 4 

Second, the various processes and systems within the company that have 
evolved overtime and have been created as responses to particular pressures and 
needs might increasingly have unintended counterbalancing effects on each other. 
For instance, whereas the planning process might attempt to facilitate a more 
open, adaptive, long-term perspective within the businesses, the control system 
might act as a constraint through its emphasis on short-term performance. With 
the inevitably increasing abundance and complexity of formalized systems and 
processes within the modem corporation, the likelihood of dysfunctional coun¬ 
teractive effects might increase. Again, an overall coordinated viewpoint of the 
various svstems that can be seen to constitute the strategic processes seems called 


Where Do We Go from Here; Implementation Challenges for the 1980s 2X3 


Which major management systems constitute such a strategic process? In 
addition to the planning process more narrowly defined, these might be listed as 
follows: 

1. the control processes (more broadly labeled “strategiccontrol” and “operating 

control”) & 

2. the management information systems 

3. managerial incentives 

4. organizational climate, that is, style and autonomy associated with organiza- 
tional forms within the broader organization itself 

5. managing the strategic process 

Let us discuss each of these in more detail, with the emphasis on how to see 
them as aspects of an overall emerging strategic system. Let us also finally discuss 
how this requires the systems to be managed in a coordinated fashion so as to prove 
effective. 

The Control Processes 

The control system may be the most obvious candidate for coordination 
with the planning system, not only so as to avoid acting contrary to plans hut so as 
to reinforce the strategic behavior intended for each business . 5 This means that 
performance will need to be measured not solely along the more traditional 
dimensions such as profits, costs, and return on investment, all of which tend to 
reinforce relatively short-term performance optimization. There will be a definite 
need to coordinate short-term measures with strategic performance measures, s uch 
as changes in market share, changes in growth, changes in critical environmental 
assumptions, and so on. Performance will have to be interpreted as having two 
sides, that is, as having a long-term versus a short-term trade-off. The issue is not 
whether one makes a high profit per se but rather, whether the short-term perfor¬ 
mance component (high profits) is achieved with an accompanying strategic 
component that is reasonable and in line with a firm’s intentions. A first require¬ 
ment to the control process appears to be the development of multidimensional 
performance criteria for measuring both strategic and operating performance. But 
how can such measures be operationalized (i.e., being both relatively objective and 
relevant)? How can we develop ways of reconciling long-term and short-term 
performance measures so that they can be interpreted together? Who should 
administer this measurement process? The controller? The planner and the con¬ 
troller together? If so, how should the tasks be divided? 

The strategic control process will also have to be tailored to the particular 
strategy of each business. One can therefore expect a stronger role for line man- 
agement close to a particular business strategy to develop the strategic aspects of 
the control process. This would complement the more standardized coiporatewide 
control procedures administered by the controller’s office. This does not mean that 
the controller’s role will disappear. It merely means that the controller needs to 
cooperate with the custodians of the other strategic systems so as to make sure that 
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the control system can be tailored as discussed. 

How can such a practical interaction develop between the line and the 
controller? Can the planner play a role reladvely similar to that of the corporate 
planner when it comes to strategic control (i.e., a catalyst), while still maintaining 
an effective job in his or her more classical management control tasks? When it 
comes to the tailoring the control process to each business, this seems in particular 
to require a different trade-off between the strategic control and the management 
control balance in each instance. How should this be done in pracdce? 

Management Information Systems 

The management informadon systems will also need to be coordinated with 
the rest of the strategic processes in a careful and consistent manner. 6 With the 
advent of strategic control, coupled with the need to frequendy redefine what 
constitutes the strategic business element dimension, a flexible management in- 
formadon system is necessary to avoid chaos. Thus, the informadon must be 
available in such a way so as to allow businesses to be redefined and data recut, 
reassembled, and so on. 

The requirement to the design of the management information system calls 
for more careful attention to definitions; ability to aggregate and disaggregate 
among product lines, business elements, and business families; and attention to 
recreating historical trends for newly defined businesses so as to have comparabil¬ 
ity over time. Can this be done? How can we ensure management informadon 
system capabilities do not become bottlenecks in strategic management? 

Another aspect of the role of the management information system will be to 
provide more meaningful data displays so that the system can evolve into a 
"‘decision support system.” How can this facilitate the interactive communication 
process that planning is? Can time in review meetings be spent more effectively? 
Can line managers “expand” their cognitive limitations to deal with several 
interacting variables, as seems to become the case when control tasks are involved? 

Managerial Incentives 

Management incentives systems will also have to be coordinated carefully 
with the rest of the strategic processes, so as to reinforce the kinds of strategic 
behaviors that are being sought Partly, this aim might be achieved by developing 
performance measures that more appropriately reflect an individual’s contribu- 
tion to both strategic and operating success. Without such “personal control 
yardsticks highlighting the contribution of each individual manager relative to 
some explicit strategy-driven expectations, it is difficult to see how an incentives 
process might reinforce desired strategic behavior. 7 

Such an individual yardstick of control must of course be consistent with the 
overall strategic and operating control system typically deriving its information 
from these institutionalized systems. Particularly, it seems critical that individual 
control should focus on the trade-off between strategic performance and operating 
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performance so as to lessen a manager’s typical ambivalence in these respects 
Under today s circumstances, pursuance of operating goals counts more heavily 
Lack of strategic performance, on the other hand, can often be tolerated as longas 
operating expectations are being met. To operationalize these issues how do we 
create “personal control yardsticks” that are tied to the overall control processes? 
How can the strategic versus operating trade-off be handled? 

- „ An ° t ! ier aSpect ° f incentives deals with the form of the incentives package 

itself, which now includes bonuses, salary increases, and other mechanisms that 
might be relatively less important due to taxes, level of affluence, and so on. Other 
factors such as those ued to job promotions, job rotations, degree of autonomy job 
redefinition, and so on should become an increasing part of the process. How can 
the concept of a more flexible incentives package be introduced? 

With the slowing of growth in many companies, management is often 
restricted in us use of promotions as an incentive. As the hierarchical organizational 
pyramid fills up, care should be taken not to “stagger” the organizational pyramid 
with extensive new layers of managers, thereby creating inefficiencies and bureau¬ 
cracy. Here, parucularly, the effects of creating more meaningful jobs through 
“opening up” the strategic structure dimension might play a role, assigning 
managers to strategic task forces, creating responsibilities for strategy fulfillment 
in addition to operating jobs, and so on. The incentive system should probably 
increasingly be seen in such a light. The overall challenge and meaningfulness of 
managerial jobs will likely become an incentive. This again fundamentally calls 
for an opening up of the strategic processes (i.e., a more participative strategic 
involvement than has been in the past). To operationalize incentive effects of these 
kinds, explicit cooperation must exist among the function managing the incen¬ 
tives, those dealing with job assignments, and the corporate planners. How can 
this be done? 

Organizational Climate 

Let us now touch briefly on the style and autonomy within parts of the 
organization. As was noted, it seems important that the organizational form be 
tailored within the company as it relates to the strategic dimension, so that 
autonomy can be provided where necessary to pursue new growth and new 
business development. One should not be “drowned” by mature, exisdng, well- 
established styles and procedures in such instances. Thus, organizational design 
become more flexible and be tailored to the particular business needs at 
hand. However, the operating dimension will typically remain quite stable. The 
issue of providing strategic autonomy while creating unambiguous links with the 
operating structure will become increasingly important. Organizational flexibility 
should not mean organizational chaos. How can we develop an organizational 
climate that permits the flexibility necessary for change? What can be done to 
evolve an organization’s understanding that strategic flexibility will have to be 
achieved in parallel with operating stability? Which are the implications in terms 
of systematized learning activities? How can the evolution of organizational 
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climate become more consistent with the needs of the strategic reality? 

Managing the Strategic Process 

At least two major questions will probably become increasingly articulated 
when describing the task of managing the strategic processes. These will probably 
be a growing part of the jobs of the strategic process custodian of the future (we 
shall not call that person the planner even though it may very well be that planners 
will become the administrators of the overall system). 8 

First, the effectiveness of the strategic system will depend to a large extent on 
how well the system is able to meet the needs of the various businesses in terms of 
supporting their strategies. This means that the strategic system must increasingly 
maintain the capability of allowing for tailoring within the company. As such, 
overall global systems will become less and less useful. This will happen unless 
capabilities can be developed within the overall system to address the needs of each 
business, while of course maintaining some overall coordination and consistency. 
Has such a process already started? If so, what factors are we using in our tailoring? 

Another potentially critical management issue deals with the evolution of 
the strategic system over time. Given that the needs of businesses will change, it 
seems increasingly important that the strategic processes are managed so that such 
needs can be maintained over time. Otherwise, they may become less and less 
relevant. With the evolutionary pressures on the strategic processes, the overall 
consistency among the elements of the process also needs careful tending. Evolu¬ 
tion as well as maintenance of consistency seem to be increasingly important 
management tasks. Are we modifying and updaung our processes sufficiently 
today? 

Who might be expected to manage the emerging strategic system? Who 
picks up this job, be it the existing controller, the planner, or someone else, is not 
all that relevant. The issue is that some form of closer overall organizational 
linkage seems to be required among the custodians of the present subsystems or 
elements in the strategic process. To achieve this, it will probably become increas¬ 
ingly common that a senior staff officer will be responsible for control, planning, 
management information systems, incentives, and organizational issues. Unless 
such close organizational linkage is attained, it seems unlikely that the strategic 
process can emerge sufficiently free of inconsistencies and fragments that will 
allow it to become a tool that can be managed explicitly. 

A second requirement in this process of managing the strategic systems is the 
close relationship that needs to be developed among the strategic tasks. The 
strategic processes can be developed and evolved so as to reinforce the strategies 
that senior management intends to pursue only if the staff custodians of the 
processes have exceedingly strong insights into these strategic thrusts. Thus, the 
staffs task of managing the processes will probably evolve as part of senior 
management’s task. The staff executive will have to work closely with senior line 
management. How is the role of the planner evolving as of today relative to senior 
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line management? How does it evolve relative to other staffs such as the controller, 
the management information system function, personnel? 

ENVIRONMENTAL CONSTRAINTS 

We have seen the importance of the environment as impacting the strategic 
planning task, and we have determined how a realistic assessment of the environ¬ 
ment provides the focal point for the articulation of strategy and the attempts to 
implement it. For instance, we raised the issue of strengthening the planning 
process so as to be better able to pursue business opportunities and/or avoid the 
threats. This calls for taking environmental considerations into account with 
respect to such diverse issues as better understanding of shifts in the marketplace 
of emergence of new products from technological developments, of impacts of 
economic factors and cycles on one’s business, and of anticipation and counterac¬ 
tion of competitive moves. This section discusses challenges to the strengthening 
of the planning system. s 

A number of analytical efforts have been made to capture what seems to be 
the thrust of key environmental trends, both from disciplinary points of view, such 
as political, economic, demographic, and ecologic, as well as from a ooss- 
disciplinary standpoint, such as scenario analyses, futurism, and so on. 9 Although 
discussions of such trends might be highly interesting on their own, our purpose is 
to examine potential impacts on planning. 

In this connection, let us consider five major environmental trends to see 
what types of changes in planning tasks these might call for: 

1. scarcity 

2. politics 

3. attitudes 

4. power shifts 

5. technology 

These five environmental issues do not, of course, represent an exhaustive lisdng 
While they may not even be the most important ones, they still seem significant 
and quite uncontroversial. 

Scarcity 

One environmental trend seems to be a rising shortage of natural resources, 
such as energy, food, metals, water, or dean air. The shortage in physical terms 
will, of course, mean a relatively stronger increase in de facto costs of the raw 
materials. Presumably, we can expect this trend to continue. To anticipate its 
consequences is to be able to cope. 

At least two basic attempts should be made to strengthen planning efforts 
accordingly. First is setting priorities that emphasize businesses that can make 
efficient use of the scarce resources and developing businesses that are not exposed 
too negatively to the increased de facto prices of raw materials with an ultimate 
deterioration of profits. Facilitating these choices may call for a sharper business 
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unit segmentation* a more explicit assessment of the overall portfolio patterns of 
the firm* and changes in overall risk exposure due to acceleration of such scarcity 
trends. 

Second is spotting supply deficiencies and seeking out alternative sources to 
fill such shortfalls. Technological scanning of new raw material-saving develop¬ 
ments should be undertaken. In total, the planning process might help the 
corporation to deal with scarcity by creating alternative responses to shortages. 

Politics 


Let us now turn to environmental changes related to the evolving world 
wide political situation. As always, economic conditions are changing rapidly, 
with growth in some countries and stagnation in others. Similarly, political 
conditions are changing, some countries becoming less stable, others more so. 
Legal and altitudinal trends change vis-a-vis various businesses, typically accord¬ 
ing to an irregular global pattern. In total, the overabundance of changes in the 
international order might call for particular strategic planning process responses 
for planning to remain effective. 

What consequences might these types of factors have for the design of 
effective planning systems? Development of procedures that would permit realism 
with respect to essential emerging environmental issues (i.e., a strengthened 
corporate intelligence service) might provide impetus for developing a consistent 
approach for handling these issues. Unless an overall realistic picture regarding 
environmental constraints is developed, the danger of sequential atetntion to such 
issues exists, and a strategy of “giving in” versus “picking a fight” on the wrong 
issues may emerge. Does the planning process assess the priorities of issues 
accurately? 

A second, related requirement calls for the gathering of information regard¬ 
ing positions of one’s supporters and one’s adversaries. While such information 
typically cannot be gathered by direct interaction with the various interested 
parties alone, it might still be possible to improve one’s insights regarding others’ 
positions through systematic analysis and interpretation of these efforts over time. 
To what extent do present planning approaches incorporate such key external 
stakeholder analysis? In general, what seems to be called for is a more effective 
interaction between the firm and the major constituents in its environment: the 
government, labor unions, consumer activists, and so on. To what extent does 
one’s planning process facilitate this? 

Attitudes 

Let us now turn to a third evolutionary issue in the environment, namely, 
effects from changing values among consumers, unions, political constituencies, 
and so on. One attitudinal issue relates to the importance of growth. Increasingly, 
it seems that growth per se is being challenged and that no-growth situations are 
becoming accepted as the norm. Further, the traditional authority of organizations 
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to expect strong individual performance and job commitment is under question. 
How does planning respond to such attitudinal trends to remain useful and 
effective? 

An undifferentiated view that no-growth is normal and acceptable might, of 
course, strain a firm’s ability to provide for its own self-renewal and evolution. It 
might increase the likelihood of a corporation’s eventual demise. Thus, it seems 
particularly important that the planning process provide some counterbalancing 
pressure for self-renewal, say, by stimulating segmented growth opportunides 
within the firm. How does the planning process create such a felt responsibility 
and pressure for self-renewal within segments of a company? How can a business 
family that is basically quite mature be helped to pursue potential growth oppor¬ 
tunities that might still exist? 

It is also important that management feel a sense of “ownership” of the 
strategic direction of their firm. Otherwise, the authority of senior management 
might increasingly come under attack, and indifference rather than commitment 
might become widespread. Planning must provide some “rules” and set some 
“binding” agreement between senior management and management throughout 
the organization. The planning process should provide each manager with the 
“protection” needed to bring out and discuss differing views on strategic direction. 
In line with this, the role of meaningful feedback by senior management might 
become increasingly critical. In practice, however, to what extent do our planning 
processes seem to foster added organizational commitment and strategic 
understanding? 

Power Shifts 

A fourth environmental trend deals with changing roles of institutions in 
society. Interests are changing; pressures on the corporation from outside interest 
groups are consequently in flux. Strategic planning might be able to make these 
types of environmental constraints more explicit as part of the planning process. 
This in turn might engender more in-depth analysis and monitoring of these 
factors. To what extent, however, are such environmental interest group factors 
being assessed relative to our own strategies? When is it necessary to monitor such 
factors and how is it done? 

Another requirement for handling emerging environmental constraints 
seems to be an increased emphasis on corporate portfolio flexibility, for instance, 
preserving the ability to reassess the priority of certain businesses and/or geogra¬ 
phic areas reladve to others. This permits deemphasizing highly exposed and 
visible businesses and areas and developing businesses and areas that are less 
voladle. Thus, it seems critical to develop a selected approach of interacting with 
and responding to interest groups to preserve and modify a set of mutually 
acceptable business strategies, coupled with an overall portfolio view. This would 
also facilitate provisions for selective challenges of critical environmental issues 
'dative to business as well as provide indications of when to deemphasize a 
business and/or a country instead. The planning system should help to highlight 
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"‘whore to fight and where to give.” To what extent, however, do present planning 
approaches provide a vehicle for consistent overall assessments regarding the 
dealing with outside interest groups or within the context of our business strategy- 

portfolio strategy tasks? 

Technology 

A final environmental issue deals with the evolving role of science and 
technology. We can, of course, expect technology to develop at the same or at a 
higher rate as in the past so that the product life-cycle concept of providing 
evolutionary pressure on strategic positions will continue to play a key role. 
Business segmentation may more routinely have to be redefined, driven by changes 
in the know-hows w^e are depending on. This is in addition to the traditional 
product-market considerations per se. It is, in this respect, critically important to 
develop know-hows that are tailored to a particular business so as to create a 
realistic climate of specialization and competition advantage. 

A consequence of the planning system will be an increasing need to see one’s 
know-how pool as the strategic resource, which may have to be “allocated” more 
in a portfolio mode throughout the company. Strategic planning should increas¬ 
ingly be expected to facilitate the transfer of know-hows within the company in a 
wray analogous with the transfer of funds in today’s typical planning processes. 
How t can this be done in practice? What procedural moves will be called for? What 
will be some of the human constraints? What aspects of know-hows might be 
transferable from a mature, cash cow business setting to a new-business, start-up 
setting? 

These are examples of ways in which the strategic planning process might 
increasing!} serve as a tool in interacting with and responding to environmental 
uends. We can expect the planning process to increasingly help the firm to create 
its own future, not passively accept environmental developments. We can certainly 

conclude that there seems to be increasing demands on strategic planning to play 
an active role in improving the integration of the environment and the firm’s 
decision-making path. 

INTERNAL CONSTRAINTS 

Let us now turn to a fourth set of issues that will likely shape the requirements of 
strategic planning, namely, how to cope with emerging constraints that might be 
expected to dev elop within the firm itself and might affect planning. The chal¬ 
lenge here will be to come up with a planning approach that allows management 
to at least ameliorate dysfunctional effects from such internal constraints that 
might develop. Some of the issues raised here have been touched upon already; 
nevertheless, it is useful to make an overall summary of these issues. Emerging 
internal constraints and handicaps created by the organization itself may increas¬ 
ingly become barriers to effective strategic management. It is indeed puzzling that 
such self-inflicted handicaps are frequently so dominant . 10 
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Flexibility in Organization Style 

The first set of issues deals with the need to develop an organizational style 
that is sufficiently flexible so as to allow the organization to adapt to new oppor¬ 
tunities yet maintain a sense of operating stability and conunuity. In this sense, it 
seems important that organization members get on-the-job experience as well'as 
training; in working as teams. What is the role of career planning? How should 
people be sensitized to issues such as communicauon, listening, and small-group 
behavior, for example? Basic training on the job as well as through course 
preparation in being better able to work in ad hoc cross-funcdonal task situations 
seems essential. 

Similarly, avoidance of building up of overly strong “functional kingdoms’' 
(i.e., organizational units that do not communicate easily with each other) seems 
to be a problem. We want to develop strong functional levels of specialized 
competences, but responsibility has to exceed strict authority. How is this done? 

How should the planning system be structured to maintain organizauonal 
flexibility and be willing to take responsibility beyond a narrow funcuonal 
authority? At least two design issues might be relevant. First, it seems important to 
have a relatively large number of members of the organizauon work on task force 
teams. Such teams are typically created to carry out strategic programs. Member- 
ships on these teams might well be in addition to the ongoing operational job. 
How should the selection of a larger group of execudves to take part in planning 
tasks be carried out in practice? How can the “best” people be taken away from 
operations? How do we avoid having the same people do everything? The strategic 
program will be faced with the issue of control (i.e., monitoring of progress, etc.). 
Further, managerial incentives might be based on program fulfillment perfor¬ 
mance in addition to ordinary operating performance. Thus, a de facto “two-hat” 
responsibility and sensitivity might be created. What steps might be taken to 
institudonalize such dual responsibility? 

A related design issue deals with the formulauon of the strategic programs 
themselves. It seems important that, when such programs are being formulated, 
they should be “owned” by teams of execudves, typically from various functions, 
so as to allow for maintenance of cross-funcdonal creadvity. Further reinforce¬ 
ment comes when a division or a business is presenting its plans. Major strategic 
programs might then allow the program to do the presentation, thereby giving a 
larger number of managers exposure to the top management, and vice versa. 
However, functional presentations should be deemphasized. In total, in develop¬ 
ment, presentation, and execution of strategic programs, strict functional involve¬ 
ment should be avoided and the cross-funcdonal nature of these tasks should be 
emphasized. Such measures and others might contribute to more flexible behavior 
among a relatively large group of managers. 

Executive Obsolescence 

A second group of internal constraint issues relates to the danger of obsoles¬ 
cence among executives and the work force as a whole. Given the rapid environ- 
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mental challenges projected, the capability for continuous accumulation of new 
knowledge and experiences within the firm and its businesses seems essential. Lack 
of relevant skills could become a true barrier. In fact, the human resources might 
increasingly be seen as depletable. What active measures, if any, can be initiated to 
counteract this depletion? 

How can the planning process play a meaningful role in this respect? 
Should the planning process be seen as a learning process? This would probably 
imply that a plan should be interpreted as a basis for improvement, not as a “final” 
document to be accepted without additional consideration of improvements 
throughout the year. How can such attitudes be established more broadly through¬ 
out the company? 

With the advent of more meaningful control processes and management 
incentive procedures, it might be more realistic to take advantage of the learning 
aspects of planning, to systematize experiences when unable to meet plans. A 
control attitude should, however, be avoided. How can a balance between learning 
and overly restricted control be reached? The planning process might, to some 
extent, be a self-adjusting process whereby the plan is seen as a standard and the 
control system feeds in information for continuous improvement of this standard. 
In this way, the planning process can be a true learning process. 

Organizational linkages within the firm must be tailored in such a way that 
the learning can take place. If one group of executives develops the plans and 
another group of executives is concerned primarily with the control aspects, but 
there is little or no organizational linkage between the two groups, the learning 
procedure will be less effective. How can we develop meaningful organizational 
linkages so that information is interpreted in strategic and operating terms by the 
same executives? 

An example might illustrate this dilemma. In one company management 
control is by worldwide country organizations. Some countries are in the process 
of being built up; other countries’ markets are more mature. Having a control 
process based on each country makes it difficult to follow the strategic development 
of each business on a worldwide basis. As a consequence, country considerations 
leading toward short-term actions to improve country performance make it more 
difficult to develop new businesses and might even accelerate the obsolescence of 
certain businesses. By not seeing performance both in terms of shifts in strategic 
positions of one’s worldwide businesses as well as in terms of changes in countries’ 
operating performances, the performance picture is skewed. 

Given that human capabilities and skills might increasingly be seen as the 
most important strategic resource and that it may become increasingly expensive 
and time consuming to assemble resource teams around a particular business that 
possesses the necessary competences and professionalism, to what extent should 
we attempt to generate new business opportunities around an executive team that 
is m charge of a business approaching maturity and might be phased out relatively 
soon? Can executive competence be equated with funds, that is, seen as a relative 
liquid resource? A competent management team could be used to search for a new 
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business and create a new business opportunity around their executive skills 
though this, of course, breaks with tradition. The advantage of seeing human 
competences as a transferable strategic resource seems to be that time and expenses 
in assembling a scarce resource might be cut down; the danger, however, might be 
that thinking could become unrealistic, even wishful, in terms of creating business 
opportunities for an existing organizational team. 

One example of making the human resources more transferable involves the 
mining division of one company that was being scaled down while a mining 
engineering business of another was being developed. This provided a vehicle for 
maintaining a high level of competent mining engineers. Predictably, however, a 
major problem seems to be that good skills in mining to not necessarily transform 
that easily into good operational skills in mining engineering. 


Segmented and Sequential Thinking: Parochialism 


A third source of internal constraints has to do with an emergence of 
sequenual thinking and parochialism within the firm. One example might be 
greater executive loyalty toward a particular plant location or country organiza¬ 
tion than to the overall company. The effect might jeopardize the ability for the 
company as a whole to develop portfolio strategies. How can the planning process 
cope with a potentially reduced acceptance of the need for flexibility and a 

portfolio approach? How should the planning process be designed to meet such 
challenges? 

Tlie corporate executive office will probably have to play a major role in 
strengthening the planning process to deal with portfolio acceptability issues 
First in reviewing business plans, a portfolio point of view must be followed 
strictly. Second, feedback to an individual business might be seen increasingly 
within a portfolio context (i.e., not as feedback that is inherently “right” or 
wrong but that makes sense as part of the fit of the particular business within the 
corporation). Third, corporate management might be increasingly aware of the 
dangers of ad hoc involvement in problem solving throughout thecompany. The 
overall portfolio interdependency issue might be lessened, which, in turn, might 
lead to behavior among businesses calling for adjustment in their business strate¬ 
gies and modification of their resource requirements and their intended creation of 
discretionary resources for the portfolio in such a way that these issues become 
decided on unilaterally, disregarding the dysfunctional and disturbing effects on 
me portfolio as a whole. 


In , t ° ta ; 11 seems that corporate management will face a major burden in 
terms of developing a portfolio style for the company. It seems to be, to a large 
extent a matter of developing a way of managing, an attitude, that reinforces the 
portfolio point of view. If the corporate management allows itself to assume the 
ro!e of firefighter, then line management will not be able to adhere to the portfolio 
disaplme within the various businesses. The question of how to develop a 
portfolio discipline is of course critical. What other measures are there to pursue 
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Values, Style, Tradition 

To what extent do a company's style, traditions, and values become barriers 
to adapting to new business opportunities? On the one hand, the internal culture 
and style of a company can be a major asset in making strategies become imple- 
mentable because of the ease of communication and of understanding issues given 
that everyone is coming from more or less the same background. A planning 
process based on a highly unique style, say, on strong technological tradition and 
success, might be tailored differently from a planning process within a company 
that has a more diverse set of styles to consider. The formality of the process, in 
particular, might be less when the style within the company is strong. However, 
style and values might cloud the true developments in the environment. Wishful 
thinking, commitment to particular technological approaches, sunken interests, 
and so on could handicap the redefinition of businesses, modification of objectives 
and strategic programs, and the development of new businesses. Particularly, it 
might become difficult to rechannel strategic resources and to make new priorities. 
This would be true even for a company that is relatively narrow in its overall 
portfolio, which is frequently the case when a high sense of common technologi¬ 
cal style is apparent 

Power as a Constraint 

The issue of power within an organization does, of course, become critical in 
strategic resource allocation. If the power structure is so decentralized that it is 
difficult or impossible to carry out portfolio reallocation, the CEO is more or less 
unable to shift the direction of the portfolio. Instead, each element receives more or 
less the same resources it has received in the past or typically generates for itself. 
Within business families, too, power situations could prevent the development of 
new business. When functional executives are exceedingly strong and well estab¬ 
lished, they can make it very difficult to develop a meaningful strategic program. 

The question of power seems tobea true issue in terms of effective planning. 
Unless the CEO is entrenched well enough to have the power to carry out a 
portfolio strategy, this form of planning will be seriously limited. Lack of power 
might be due to the fact that the CEO has a relatively short time left in office Weak 
performance of the company over a relatively long period of time or particular 
decisions that have turned out badly may have undermined the CEO’s power. Or 
top management is such that the CEO faces a large number of strong executives, 
not a coalition, and thus must handle the portfolio strategy on his or her own. 

It seems highly important to have a group of executives at the top of the 
organization who can work together to develop a portfolio strategy. The same can 
probably be said for each of the business families and the businesses themselves. 
Strategy development and implementation require cooperation. 

In total, we see that internal constraints due to (1) lack of flexibility, (2) lack 
of relevant competences, (3) loyalties to sectors within the company, (4) traditions 
and style, and (5) power balances can seriously jeopardize the corporation’s ability 
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to pursue opportunistic and active strategies. Modifications in the planning 
process to counteract such measures are therefore probably critical. Do we do a 
good job in seeing the planning system as a vehicle to break down internal 
barriers? A particular difficulty relates to the fact that we are dealing primarily with 
altitudinal changes, style issues, and learning issues that might require a particu¬ 
larly strong will, patience, and consistent behavior and commitment on the part of 
top management. 


CONCLUDING REMARKS 

In this chapter, we have seen aspects of what might become the shape of strategic 
planning in the future. Throughout we have seen that major challenges to 
planning are likely to stem from rapid environmental changes, discontinuities, 
crises, and other turbulent conditions. To remain useful, therefore, the planning 
process must show a strengthened ability to help management cope with develop¬ 
ing strategies and implement their strategic decisions in such emerging environ¬ 
ments. An internally driven planning process will in all likelihood become even 
more dysfunctional in the future. 

Developments in the planning process that might be visible ten years hence 
stem from four areas. Some of the issues seem to point toward relatively explicit 
and straightforward modifications of our planning approaches; others constitute 
real challenges. 

First, is the need to develop a strategic structure that lends itself to frequent 
redefinition of the strategic business entities yet allows for a workable linking with 
a more stable operational structure. 

Second, is the need to tailor not only the planning process to the emerging 
needs of the various businesses but also to tailor all the strategic subsystems to the 
same businesses. Me should also be able to maintain consistency among the 
various systems and processes for the purpose of evolving these in a coordinated 
manner. What we are seeing, in fact, is the emergence of an overall, integrated 
strategic system. We may find the terms “planning systems” and “planning 
processes” used less in the future. 

Third, is the need to monitor the environmental constraints, through shar¬ 
pened environmental scanning, through sharpened strategic control, through 
accepting the values of a broader set of interest groups in one’s developmen t work. 

Fourth, is the need to develop a strategic style within the company that 
allows for dismantling such internal constraints as lack of flexibility and lack of 
effective competence building. The challenge to strategic planning over the next 
decade will certainly not be exclusively within the developments in processes and 
systems. Rather, the challenge facing our execudves to modify their styles to make 
use of the emerging strategic process tools is particularly critical. Powerful plan¬ 
ning approaches that are becoming available have already shown their usefulness 
and power. The challenge to excel through strategic management has certainly 
never been greater. 
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